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The instructions, checklists and programs contained in this
manual have been developed to assist reviewers in performing
peer reviews of members of the SEC Practice Section of the
AICPA Division for CPA Firms.
The checklists and programs
are intended to be guides and in application will require
modification and tailoring for each firm reviewed.
This will
be particularly true in the case of very small and very large
multi-office firms.
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AICPA DIVISION FOR CPA FIRMS
SEC PRACTICE SECTION

Checklist for Use of Team Captain
This checklist should be read in conjunction with instructions

to reviewers and other guidance material issued to implement
the Peer Review Program of the SEC Practice Section of the AICPA
Division for CPA Firms.

References are to ’’Standards for

Performing and Reporting on Quality Control Compliance Reviews”.
Prior to visit:
•

Review background information furnished by the firm for

completeness and obtain additional information,

if

needed (Standards p. 10 and p. 11).

•

Approve engagement letter drafted by AICPA staff.

•

Consult with AICPA staff as to composition of the review

team.

Consider the need for individuals with expertise

in specialized areas (Standards p. 6).

Review and

approve the composition of the review team.

Policies and Procedures Questionnaire section of the

[
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Request that the firm complete the Quality Control

Compliance Review Program.

Visit the firm sufficiently in advance of the review

team in order to make necessary arrangements.
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•

Meet with managing partner or head of firm to discuss
arrangements for the visit, engagement letter, period

to be reviewed (Standards p. 8), timing of exit con
ference, etc.
•

Ascertain which persons in the firm are responsible for
the various quality control functions and arrange an

interview schedule for the review team with such persons.

•

For multi-office firms, determine which procedures must
be reviewed at local offices and select certain offices

for visit (Standards p. 12 and p. 13).

Inform the

reviewed firm of offices selected for visit as close to
the scheduled review dates as practicable.

However, the

visits are not expected to be on a surprise basis.

•

Make a preliminary selection of engagements for review
(Standards p. 13 and p. 14).

Engagements selected for

review would be those with years ending during the period

under review, unless a more recent report has been issued

Select an appropriate number of engagements for

publicly held clients.
Obtain a balance of engagements by partner and other
supervisory personnel.

[TC-2]

at the time of selection (Standards p. 8).
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Obtain a balance of engagements by size and
industry of client.

If significant parts of the firm’s practice include

unaudited statements, cash-basis statements, etc.,

select certain of the related reports and working
papers.

•

For those engagements selected, request the firm to

assemble the working papers and complete the profile

sheets.

In order to maintain client confidentiality,

code numbers should be assigned to engagements selected.
•

If the firm states that certain engagements are not to be

reviewed, determine the reasonableness of their explana
tion or action.

Consider what other actions may be ap

propriate in the circumstances (Standards p. 9).

[TC-3 ]

•

Ask the firm to designate a partner or senior staff member

as liaison to provide administrative assistance to the
review team.

At start of visit:

•

Meet with reviewers to orient them to firm policies and
procedures.
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•

Introduce reviewers to appropriate firm personnel and
tour the office.

(A general meeting of reviewers and

firm personnel may be desirable at the beginning of
the review.)

•

Instruct the review team as to the manner in which

working papers, questionnaires, checklists and other

notes relating to the review are to be prepared during
the course of the review to facilitate summarization

(Standards p. 15 and p. 16).

Explain the method of docu

menting matters which, in the reviewer’s opinion, could be
significant deficiencies in the reviewed firm’s quality
control policies and procedures or significant lack of

compliance therewith and which might affect the review

team’s report or result in a matter that may require
corrective action.

The form provided for documentation

of such items is captioned "Matter For Further Consideration".
•

Make final selection of engagements for review and

obtain working papers and other client files.
Assign responsibilities for review of the functional
quality control areas, engagements, and membership
requirements of the SEC Practice Section.

(Engagement

reviewers must be independent - Standards p. 5).

Time

must be scheduled to permit proper supervision and review

of the work of the reviewers.

In many cases, the team

captain may not be able to perform many of the review
functions.

[
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•

5

During the visit:

•

Prepare or supervise the preparation of modifications

to programs and tests of compliance with the firm's
quality control system after studying and evaluating

it.

Approve the nature and extent of tests being

performed.
•

Periodically check on progress of review team members
and answer questions as they are raised.

•

Ascertain that there has been adequate review of all
work performed and consider need for changes in

program or approach.
•

For multi-office firms, make arrangements for exit

conferences at each office visited by reviewers (to

the extent deemed necessary).

•

Review all matters summarized on forms entitled
"Matter For Further Consideration".

[
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•

Develop a list of points to be discussed at the exit

conference and/or included in a report or summary of

matters which may require corrective action.

Give

appropriate consideration to the distinction between
matters that may require corrective action and other

comments or suggestions for improvements which are
not deemed to require corrective action (Standards p. 19).

•

Prepare summary review memorandum (see Appendix)
(Standards, p. 16).
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At completion of visit:

•

Communicate findings to appropriate individuals

(Standards p. 16).

•

Prepare unqualified or modified report on results

of the review (Standards p. 18 and p. 19, p. 21 and p. 22).

•

Prepare memorandum on matters that require corrective
action.

•

Prepare evaluations of review team members.

[TC-6]

APPENDIX

OUTLINE OF MATTERS FOR SUMMARY
REVIEW MEMORANDUM*

1.

Planning of the review

Firm profile (including statistics about the firm
and its partners and staff)

Composition of the review team

Development of the review program (including areas
of emphasis and significant differences or depar
tures from suggested program)
Timing

Extent of exit conferences or wrap-up sessions

2.

Scope of work performed
Organizational or functional reviews
Statistical summaries (including number of offices
visited, engagements reviewed and hours spent on
SEC engagements and other engagements)
Engagements selected which could not be reviewed

3.

Overall findings and conclusions

[TC-7]

Differences resolved

Points discussed at exit conferences

Basis for any modifications in report

Matters that require corrective action and plans for
follow-up
Matters referred to firm for reconsideration

*

Not necessarily limited to the points listed herein.

Instructions to Reviewers

AICPA DIVISION FOR CPA FIRMS

SEC PRACTICE SECTION

General Instructions to Reviewers

The purpose of these instructions is to provide guidance for
reviewers assigned to quality control compliance reviews.

They

should be read in conjunction with other guidance material
issued to implement the Peer Review Program of the SEC
Practice Section (the ’’Section”) of the AICPA Division for
CPA Firms.

Peer reviews are intended to evaluate whether a reviewed firm’s
system of quality control for its accounting and auditing

practice is appropriately comprehensive and suitably designed

for the reviewed firm and whether its quality control policies
and procedures are adequately documented, communicated to

professional personnel, and are generally being complied with
to provide the firm with reasonable assurance of conforming
with the guidelines of the profession for firms participating
in the program.

Peer reviews are also intended to evaluate

the Section.

[
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compliance of the firm with the membership requirements of

The peer review is to be conducted with due regard for require

ments of confidentiality of the rules of conduct of the code

of professional ethics of the AICPA.

Information obtained as

a consequence of the review concerning the reviewed firm or
any of its clients is confidential and should not be disclosed

by review team members to anyone not associated with the review.
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Independence with respect to the reviewed firm must be
maintained by review team members and by their consultants.

The AICPA’s code of professional ethics does not specifically

consider relationships between reviewers, reviewed firms, and

However, the concepts pertaining

clients of reviewed firms.

to independence embodied in the code should be considered for
their application.

A review team member should not have conflicts of interest

with respect to the reviewed firm or to those of its clients
that are the subject of engagements reviewed.

Since confiden

tial information may be obtained during the course of a
review, a review team member shall not own securities of a
reviewed firm’s client that is the subject of an engagement
reviewed by that member.

In addition, the effect of family

relationships (close kin, remote kin) and other relationships

and the possible resulting conflict of interest must be

considered.
The field review should include the following:

A study and evaluation of the reviewed firm’s
quality control system.

2.

Review for compliance with a reviewed firm’s
quality control policies and procedures by:

•

Review at each organizational or
functional level within the firm.

[IR -2]

1.
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•

Review of selected engagement working
paper files and reports.

3.

Review for compliance with the membership require
ments of the Section.

4.

Preparation of reports on the review.
•

Unqualified or modified report.

•

Matters that may require corrective action.

•

Summary review memorandum.

Scope of Review
Reviewers should recognize that firm procedures will likely

differ between small and large firms (e.g., the necessity
for job descriptions) and between small and large offices of

multi-office firms (e.g., the procedures for assigning personnel

to engagements).
and procedures,

In testing a firm’s quality control policies

the review should be tailored to the particular

[

3
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firm.

The scope of the review covers those segments of a firm’s

accounting and auditing practice wherein the firm is associated
with financial statements, including unaudited financial state

ments.

Other segments of a firm's practice, such as providing

tax services or management advisory services, are not encompassed

by the scope of the review except to the extent they are
associated with financial statements (for example, reviews of

4

tax provisions and accruals contained in financial state

ments are included in the scope of the review) or relate

to the Section’s membership requirements.
The review will be directed to the professional aspects of
the reviewed firm's accounting and auditing practice;
not include business aspects of that practice.
difficult, however,

it will

It may be

to distinguish between these aspects of

the practice, since they may overlap.

For example, in

evaluating whether the supervision of an engagement was

adequate, review team members would consider budgeted and
actual time spent for the engagement by various categories or

classifications of personnel, but would not inquire as to fees

billed to the client or the relationship of fees billed to time
accumulated.
Further, when reviewing policies and procedures for advancement,

review team members would concern themselves with whether
professional personnel were promoted based on demonstrated
competence and whether criteria for admission of individuals

tions, but would not review compensation of professional

personnel.
Review team members are not to have contact with, or access to,
any client of the reviewed firm in connection with the review.

I
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to the firm give appropriate weight to professional qualifica
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The field review is concerned with the accounting and auditing
engagements performed by the United States offices of the

reviewed firm and supervision and control of work performed

outside the United States on these engagements.

The reviews of

engagements should usually be directed toward the accounting
and auditing work performed by the practice offices visited
and not to a review of work performed by all practice offices

of the reviewed firm connected with a particular engagement.

Accordingly, in reviewing a selected practice office, the
accounting and auditing work performed by that practice office

includes work performed for another office of the reviewed firm,
for a correspondent firm, or for an affiliated firm.
For those situations in which engagements selected in the

practice office reviewed include use of the work (domestic or

international) of another office, correspondent, or affiliate,
the reviewer would normally limit the review to the portion
of the engagement performed by the selected practice office.

engagement issued by the reviewed office to another office of

[
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The review, however, should include the instructions for the

the firm, correspondent of affiliate.

In addition, the review

should also encompass the procedures by which the reviewed

office maintains control over the engagement through supervision
(including visits by its supervisory personnel to other locations),

review of work performed by others and follow up of open matters.
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There may be situations when information available to the
reviewer is insufficient to evaluate whether the reviewed

firm’s quality control policies and procedures have been

applied in supervising engagements performed by other offices

or firms.

In these instances, it will be necessary at least

to obtain documentation from such other offices or firms;
usually this may be accomplished by arranging for the forwarding

of the requested information to the reviewed office.
Extent of Engagement Review
The objectives of the review of engagements are to evaluate

(1) whether there has been compliance by the reviewed firm
with its quality control policies and procedures and (2) whether

the quality control policies adopted and procedures established
by the reviewed firm are appropriately comprehensive and

suitably designed for its accounting and auditing practice.

To the extent necessary to achieve the objectives, the review
of engagements should include review of financial statements,

accountants’ reports, working papers, and correspondence and

reviewed firm.

On individual engagements, reports other than on the basic
financial statements (special reports, limited reviews, etc.)
may have been issued during the period under review.

If such

reports have been issued or if separate financial statements
have been issued on subsidiaries, the team captain should be

[IR-6]

should include discussion with professional personnel of the
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consulted regarding the amount of work to be done in these
areas on each engagement.
If significant parts of the firm’s practice include unaudited

statement engagements, cash-basis statements, etc., certain
of those reports and related working papers should be reviewed.

The depth of review of working papers for particular engage
ments is left to the judgment of the reviewer; however,

the

review is directed primarily to the key areas of an engagement

to determine whether, in accordance with the reviewed firm’s
quality control policies and procedures, there were well-planned,

appropriately comprehensive and executed, and suitably documented
procedures that were performed on the engagement.
In connection with these engagement reviews, the reviewer may

encounter indications of significant failures by the reviewed

firm to reach appropriate auditing and reporting conclusions.
In such situations, the reviewer should consider that a review

with generally accepted auditing standards, and that the

[
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is not an examination of financial statements in accordance

reviewer does not have the benefit of access to client records,
discussions with a client, or specific knowledge of a client’s

business.

Therefore, in the absence of compelling evidence to

the contrary, the reviewer should presume that representations

as to facts contained in the working papers are correct.

When

the reviewer believes there may be a significant failure to

8

reach appropriate conclusions in the application of generally-

accepted auditing standards or generally accepted accounting
principles, he should consult with the team captain concerning

the manner by which these questions will be brought to the

attention of the reviewed firm.

In such circumstances,

it

is the responsibility of the reviewed firm to determine what
action, if any, should be taken.

The reviewer should consider whether significant failures to

reach appropriate auditing and reporting conclusions are

indicative of significant deficiencies of the reviewed firm

in complying with its quality control policies and procedures
or of significant inadequacies in those policies and procedures

The pattern, pervasiveness, and significance of the failures

noted will be considered by the review team in making its
overall evaluation of the reviewed firm’s system of quality

control and compliance therewith.

Other matters
A review team is headed by a team captain who directs the

organization and conduct of the review, supervises other

reviewers, and is responsible for preparation of a report on

the review.

The review team captain will furnish instructions

to the review team as to the manner in which working papers
and other notes relating to the review are to be accumulated

during the course of the review to facilitate summarization

by the review team captain in completing the review.

9
The program provides that, upon completion of a peer review
the review team shall communicate its findings to the reviewed

firm and submit a written report and a summary of matters that
may require corrective action to the reviewed firm.

A copy of

the report and the summary shall be submitted by the reviewed
firm to the Section.
A disagreement regarding the type of report to be issued may

arise among review team members who have knowledge of the
overall findings of the review.

When review team members are

unable to resolve such a disagreement, the matter should be
documented and referred to the Peer Review Committee of the

[
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Section for resolution.

Instructions to Firms

AICPA DIVISION FOR CPA FIRMS
SEC PRACTICE SECTION

General Instructions to Firms
Undergoing Peer Reviews
The purpose of these instructions is to provide guidance

to firms undergoing peer reviews in accordance with provisions
of the membership requirements of the SEC Practice Section of

the AICPA Division for CPA Firms (the "Section”).

Peer Reviews are intended to evaluate whether a reviewed
firm’s system of quality control for its accounting and auditing

practice is appropriately comprehensive and suitably designed
for the reviewed firm and whether its quality control policies
and procedures are adequately documented, communicated to

professional personnel, and are being complied with to provide
the firm with reasonable assurance of conforming with the
standards of the profession and the membership requirements of

the Section.
The peer review evaluation will be accomplished by—
1.

Study and evaluation of a reviewed firm’s

quality control system.

[IF-1]

2.

Review for compliance with a reviewed firm’s
quality control policies and procedures by—

•

Review at each organizational or

functional level within the firm.

•

Review of selected engagement working

paper files and reports.
3.

Review for compliance with membership requirements

of the Section.

2

Organization of the Review Team

A review team may be appointed or authorized by the Peer

Review Committee of the SEC Practice Section, or it may be
formed by a member firm engaged by the firm under review.
A review team is headed by a team captain who directs
the organization

and conduct of the review,

supervises other

reviewers, and is responsible for preparation of a report on
the review.

In some larger review engagements, the team

captain may designate other partners to serve with the team
captain as an executive or supervisory committee for the review

and to participate in evaluating the findings of the review team
For a multi-office firm, the review will include visits to the
firm's executive office and selected regional and practice

offices.

In the case of a multi-office firm, the reviewers

visiting a selected practice office are under the direction, at
that location, of a partner currently involved in the audit
function who supervises the conduct of the review and the work

performed at that location (subject to the overall direction of
the team captain).

The work of review teams at each organizational level of
the reviewed firm will be supervised by a partner.

Scope of the Review

The scope of the review will cover a firm’s accounting and
auditing practice.

Other segments of a firm’s practice, such as

providing tax services or management advisory services, are
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not encompassed by the scope of the review except to the
extent they are associated with financial statements (for

example, reviews of tax provisions and accruals contained
in financial statements are included in the scope of the review)
or related to membership requirements of the Section.

The review will cover a current period of one year to be
mutually agreed upon by the reviewed firm and the review team.

It is anticipated that quality control policies and procedures
may be revised, updated, or amended during the year under

review to recognize changing conditions and new professional

standards and membership requirements.

The scope of the

review will encompass the quality control policies and proce
dures in effect and compliance therewith for the year under

review.

Client engagements subject to selection for review

will be those with years ending during the year under review

unless a more recent report has been issued at the time the
review team selects engagements.
The terms and conditions of the peer review ordinarily

will be summarized in an engagement letter.
To facilitate the peer review, you should provide the
review team with the following information:

1.

Documented quality control policies and
procedures

2.

Background information

- 4 -

You also may be requested to complete profile sheets on

selected client engagements and the questionnaire section
of the Compliance Review Program (the "Program") .

Documented Quality Control Policies and Procedures
In undergoing peer review, your firm will be expected to

document its quality control policies and procedures for its

accounting and auditing practice and to provide the review team
with such documentation.
This requirement may be met by furnishing one of the

following to the review team:

1.

A quality control document that provides a
detailed description of the firm’s quality
control policies and procedures.

2.

A summary statement of the firm’s quality
control policies and procedures with references

to supporting information contained in manuals,
memorandums, or other literature of the firm.

A quality control document or summary, in addition to discussing
the firm’s quality control policies and procedures, may also
[IF-4]

contain a description of the firm's organization (including an

organization chart), a discussion of its philosophy of practice,
and other descriptive material relating to the elements of
quality control and the firm's operations.

Background Information
The review team should be provided with certain background

information about your firm.

The information will be used as
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a guide for planning purposes (including selection of offices
to be visited and engagements to be reviewed) and should

relate to your firm’s accounting and auditing practice.

The

statistical information may be in terms of approximate
amounts or estimates.

The following are examples of background

information that may be provided to the review team:

1.

Description of the firm’s organization
(an organization chart may be useful).

2.

Firm philosophy including matters such as—

a.

Firm goals or objectives.

b.

Operating practices regarding service
to clients and development of personnel.

c.

Policies relating to industry specialization
or practice specialists.

d.

Operating autonomy of practice offices
(the extent of decentralization of authority).

3.

Firm profile.

(If the reviewed firm is a multi

[/F-5]

office firm, the information should be broken
out by individual practice office.

Offices that

are a part of a larger practice unit may be
grouped together.)

a.

Size - accounting and auditing hours.

(If

such an analysis is not available, total
billings may be analyzed by function, or

the percentage of accounting and auditing
work may be estimated.)
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b.

Number of professional accounting and
auditing personnel analyzed by level.

c.

Number of accounting and auditing clients
classified by ’'audited" and "unaudited" and

by type - publicly held, privately held or

not for profit.
d.

Firm management level personnel analyzed by

years with the firm and areas of expertise.
e.

Industry concentrations and specialty

practice areas, such as SEC or regulated
industries.

f.

Extent of use of correspondent firms on
engagements.

g.

Extent of international practice.

h.

Description of recent mergers.

i.

Newly opened offices.

Compliance Review Program

In undertaking the review of your firm, the review team
may use a program designed to facilitate its review of your

ship requirements of the Section.

In advance of the arrival of the team, you may be requested
to complete the questionnaire section of the Program which is

included on the left side of the printed form.

The other sections

of the printed form are designed to be completed by the review

I F- 6 ]
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firm's quality control policies and procedures and the member
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Programs for compliance tests will be tailored, where

team.

appropriate, to the practice of your firm taking into account
the review team’s evaluation of the relative strengths and weak

nesses of your firm's quality control policies and procedures.

Some of these compliance tests will be performed on a firm-wide
basis (including selected practice offices of multi-office firms)
and others on an individual engagement basis.

These tests may

take the form of:
•

Inquiries of persons responsible for a
function or activity.

•

Review of selected administrative and

personnel files.
•

Interviews with firm professional personnel
at various levels.

•

Review of the results of the firm's inspec

tion function.
•

Review of selected engagement working paper

files and reports.

UF-7]

•

Review of other evidential matter.

Arrangements For The Review Team Visit
In preparation for the visit, the review team captain

will meet with the managing partner or some other designated
representative of your firm to discuss the arrangements for the
review team visit.

He will arrange for the scheduling of the

reviewers and for such meetings with other members of your firm
as may be deemed appropriate.

He will ask you to designate a

8

partner or senior staff member as liaison to provide adminis
trative assistance to the review team, and he may seek your

assistance in arranging for lodging of out-of-town review team

members when schedules are completed.

Completion of the Peer Review
Upon completion of the peer review, the review team will
communicate its findings to you through one or more exit

conferences.

A written report will be submitted to you, together

with a memorandum of matters that may require corrective action.
You shall then submit a copy of the report and the memorandum

to the Section.

[IF-8]
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Com pliance Review Program

AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

DIVISION FOR CPA FIRMS
SEC PRACTICE SECTION
Peer Review Program
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COMPLIANCE REVIEW PROGRAM
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AICPA DIVISION FOR CPA FIRMS
SEC PRACTICE SECTION

Instructions for Use of the Compliance Review Program

Introduction

Quality control compliance reviews are to be conducted
under the standards described in the document titled "Standards

for Performing and Reporting on Quality Control Compliance
Reviews".

Review team members should study the contents of

that document prior to commencing the review assignment.

In

addition to the standards, the document provides guidelines

for selection of the number of offices to be reviewed in a
multi-office firm, guidelines for determining the percentage
of total accounting and auditing hours to be selected for

review, and an example of a report on the review.
General Format
The Compliance Review Program (Program) has been prepared

to cover each of the nine elements of quality control policies
and procedures enumerated in "A Guide to Implement the Voluntary

[CR-3]

Quality Control Review Program for CPA Firms—Quality Control

Policies and Procedures for Participating CPA Firms" and the
membership requirements of the Section.
In addition to the Program, there are two checklists (with

appropriate instructions) for use in the reviews of working
papers of selected engagements.

One checklist is for use in

connection with audit engagements and the other with unaudited
statement engagements.

11

The left side of the Program consists of a Quality
Control Policies and Procedures Questionnaire (Questionnaire)
which is ordinarily to be completed by the firm being reviewed;

the right side contains Suggested Review Program Steps (Review
Steps) for the use of members of the review team.

Provision is

made for signature or initials of the individuals preparing

the information.

The Program may be separated by element,

if necessary, for completion by different individuals.

The pages are numbered consecutively, starting with 1, for
each element section, preceded by the identification letter of

that section as indicated on the ’’Contents” page.

Additional

Review Steps pages, if required, can be inserted into the

Program at the appropriate places.
At the end of each element section, a "Conclusion” page
has been provided for a summary of the reviewer’s conclusions

with respect to that particular element.

This page is to be

signed by the team captain to indicate his review thereof and
his concurrence with the reviewer’s conclusions.

of the review.

There should ordinarily be only one Program

for any one office of a reviewed firm to serve as a complete

record (along with the separate engagement checklists) of the

work performed and the related findings.

[
C
R4
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The Program can be given to the reviewed firm in advance

iii

Using the Program
Although the Program is intended to be a guide for testing

the nine elements of quality control policies and procedures and
membership requirements of the Section referred to under the
caption ’’General Format,” the instructions which follow have

been prepared on the assumption that the Program will be used

in its present form.

However, the review team, with the approval

of the team captain, may vary the use of the Program as long as
there is adequate documentation,

in some form, of the reviewed

firm’s quality control system and of the extent and results of

the review for compliance with such system and with membership
requirements of the Section.

For example, since the reviewed

firm must provide the reviewer with a quality control document
containing a detailed description of its quality control system
or with a summary statement of its quality control policies and

procedures (with references to supporting information in manuals

memorandum or other firm literature) it may not be necessary for
the firm to fill out the Questionnaire, although the reviewer
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may wish to do so to expedite his work and to facilitate the
review thereof by others.

Also, the reviewer may expand, modify

or tailor the Review Steps as the circumstances may require;

however, to provide for consistency in the documenting of
reviewer’s evaluations, the Conclusions page in the Program
should be used.

iv

The individual element sections of the Questionnaire can

be removed and will ordinarily be given to the reviewed firm for
completion in advance of the review.

The firm will answer the

numbered questions as to the existence of the identified quality

control policies and,

in the subsections following the questions,

indicate by a check mark which procedures are used to accomplish
the policies.

Space is provided at the end of each section to

describe any procedures which may not already be included.

A "remarks” column is also provided for comments by the

reviewed firm concerning any of the policies and procedures
listed in the sections.

These comments might include such

matters as further explanation with respect to specific proce

dures, reasons for lack of specific procedures or an indication
of compensating procedures therefor,

if any, modifications of

policies or procedures to meet the needs of the firm or other
details which will be useful in the peer review.

In addition

there is a "reference" column to be completed, where appropriate,

to assist the reviewer in finding the indicated policies and

staff manuals or other reference material.

The Review Steps

are to be completed by members of the review team; the headings
on the sheets are self-explanatory.

The "Conclusions" page is

to be completed following the review of the individual elements
to provide for an evaluation by the review team member with
respect to the element reviewed.

[CR-6]

procedures in the reviewed firm’s quality control document,

V

Except for interviews of staff personnel, the review team
member should indicate the names and positions of the individ

uals from whom information was obtained by inquiries.

(For

engagement reviews, in order to maintain confidentiality of

clients, identification of the individuals interviewed should
be limited to their position within the engagement, for example
"engagement partner," "engagement manager" or "engagement super
visor," etc.)
The extent of testing by the review team and the nature

of its findings should be documented on the appropriate pages,

supplemented with additional pages where necessary.

If other

pages (lists, memoranda, etc.) are required as part of the

testing procedure they should be inserted at the appropriate
places.
The review team members should consider, and accordingly

be guided in their findings by, the fact that there may be

significantly different but acceptable procedures in large
and small firms and in large and small offices of a firm.

[CR-7]

This may be the case, for example,
assigning personnel to engagements.

in an area such as

In addition,

in the

review of the Questionnaire, the review team members should

ascertain if certain policies and procedures differ as they
apply to audited and unaudited engagements, and should so

indicate in their findings.

vi

In the case of multi-office firms, there may be certain

procedures which lend themselves to review at a national or
regional office only.

For example, certain types of inspec

tion programs may be in effect on that basis.

In these, and

similar situations, the reviewed firm should furnish an explan
ation in the "remarks" column and the review team member should

indicate this item as not applicable to the particular office
which he is reviewing.
The Team Captain will be responsible for the Assignment

of element sections for review to individual team members.
Membership Requirements

One objective of peer reviews is to determine that member
firms are meeting the Section’s membership requirements.

There

fore, another element section has been included in the Program
to provide for a review of compliance with paragraph IV 3 of

"Organizational Structure and Functions of the SEC Practice
Section of the AICPA Division For CPA Firms."

Review team

members should study the contents of that part of the document

(and Appendix A referred to therein) and the document "Continuing

the AICPA Division For CPA Firms."

The element section covering membership requirements is
to be completed in the same manner as has been indicated above

for the elements of quality control; only one section need be

completed for each reviewed firm.

[CR-8]

Professional Education Policies of the SEC Practice Section of

vii

The review team members should take note of the fact that

in light of the effective dates established for the first
year of the peer review program, there may be exceptions to

compliance with certain of the membership requirements because
they are considered on an annual basis, because of the exist
ence of a transition period or because the Executive Committee
has not

yet

dated May 1,

provided appropriate guidelines.

(See letter

1978 from the Director of the SEC Practice Section

to Managing Partners of member firms).

Staff Interviews
Certain of the Review Steps call for interviews with
selected staff members of the reviewed firm who are knowledge

able as to the particular areas to which the interviews relate.
This interview process is to serve as additional confirmation

of the operation of indicated policies and procedures.

The

interviewer should ask those questions which will give him

reasonable assurance that information he has received as part
of his review about certain policies and procedures is appro

R

[
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priately corroborated by other individuals.

In his evaluation

of the answers to his questions, the interviewer should consider

carefully the background, level of experience and position in

the reviewed firm of the individual being interviewed.

viii

Interviews should normally be conducted as part of the
review of the applicable element sections.

However, the

review team may, if it is more practicable (as it may be in

the smaller reviewed firms) aggregate the interview steps

and perform them at one time.

Engagement Review Items

Certain of the Review Steps pages include references to

the Engagement Review Items which appear at the end of certain

element sections.

These items, which are supplemental to the

Review Steps, are included for cross-reference to, and appear

in, the Checklists for Review of Engagements to determine
that the reviewed firm’s indicated policies and procedures are

reflected in the conduct of its engagements.
The largest number of references to these items appears

in the Supervision section of the Program, since it is particu
larly difficult to evaluate the effectiveness of supervision
procedures through inquiries alone.

Therefore, to the extent

practicable, the Supervision section of the Program should be
completed by the team member(s) responsible for engagement

should be tailored to fit the reviewed firm’s policies and
procedures.

If this is not practicable, the team member(s)

who perform engagement reviews should be aware of the results

of the review of the Supervision section of the Program.

[CR - 10]

reviews and the Checklists for Review of Engagements

ix

The reviewer’s

findings as to the scope and adequacy of

the reviewed firm’s inspection program may also affect the scope
of his review.

Therefore, reviews of both the Supervision and

Inspection sections of the Program should be completed as soon

as possible to permit appropriate modifications, if necessary, in
this Program and in the Checklists for Review of Engagements.
When reference is made to the Engagement Review Items

in other sections of the Program, the team member who reviews
that particular section is to coordinate his findings with
the member(s) performing engagement reviews.

Findings and Conclusions

During the course of, or at the completion of,

the review

of the functional areas covered in this Program, a reviewer’s

findings and conclusions may disclose matters which, in his
opinion, could represent significant deficiencies in the reviewed

firm’s quality control policies and procedures or significant
lack of compliance therewith and which might affect the report

of the review team.

The review may also disclose other matters
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which, in the reviewer’s opinion, should be communicated to
the reviewed firm as matters that may require corrective action.
A form has been provided for documentation of such items,

captioned "Matter For Further Consideration” which would include

a statement of the facts, the reviewed firm’s comments thereon
and the resolution of the matter.

The form is to be signed in

the places indicated by the reviewer, the team captain and an

appropriate partner in the reviewed firm.

The team captain is

X

to evaluate the substance of the matters described and their

resolutions and is to decide if,

individually or collectively,

they should affect the report of the review team or should
result in communication to the reviewed firm as matters that
may require corrective action.

To the extent that there are

disagreements or differences in opinion between the reviewed
firm and the review team members, with respect to the interpre

tation or effect of such matters , there should be consultation
with the team captain.

The results of such consultation should

also be documented on the form.
The reviewer should also consider matters which,

in his

opinion, should be communicated to the reviewed firm as sugges
tions for improvements in the firm’s quality control policies and

procedures which do not require corrective action.

These sugges

tions should be summarized by the team captain, in whatever
manner is most convenient, for communication to the appropriate
partner(s) in the reviewed firm.

[CR-12]

REVIEW
MATTER FOR FURTHER CONSIDERATION

FIRM ________________________________ OFFICE ________________________________

FUNCTIONAL AREA OR ENGAGEMENT CODE NUMBER __________________________________
REVIEWER’S DESCRIPTION OF FACTS AND ISSUE (INDICATE RELATED REVIEW PROGRAM
STEP NO.) -

REVIEWED FIRM AGREES WITH THE FACTS?
IF NOT, EXPLAIN -

YES

NO
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REVIEWED FIRM'S COMMENTS ON CIRCUMSTANCES, SIGNIFICANCE OF MATTER, ETC. -

REVIEWED FIRM PARTNER _______________________________

DATE ________________

REVIEWER'S ADDITIONAL COMMENTS:

TEAM CAPTAIN'S COMMENTS:

TEAM CAPTAIN

A

Independence
(

- A -

INDEPENDENCE

The second general standard of generally accepted auditing
standards states that ”in all matters relating to the assign
ment, an independence in mental attitude is to be maintained by
the auditor or auditors.” The Code of Professional Ethics of
the American Institute of CPAs-*- states that "the public expects
a number of character traits in a certified public accountant,
but primarily integrity and objectivity and, in the practice of
public accounting, independence.
Independence has traditionally
been defined by the profession as the ability to act with integ
rity and objectivity."

A member firm should establish policies and procedures for
maintaining independence to provide reasonable assurance that
personnel2 at all organizational levels maintain independence in
fact and in appearance where such independence is required by
applicable professional standards.3
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Some regulatory agencies, including the Securities and Exchange
Commission and the United States General Accounting Office, have
promulgated rules or regulations regarding independence of ac
countants practicing before them.
Rule 2-01 of the Commission’s
Regulation S-X, "Qualifications of Accountants," addresses it
self in part to the subject of independence:
"The Commission
will not recognize any certified public accountant or public
accountant as independent who is not in fact independent."
Paragraphs (b) and (c) of this rule provide guidance as to
Further guidance and examples of situations
its application.
involving independence are provided by the commission in ac
counting series releases.
The General Accounting Office pub
lication, Standards for Audit of Governmental Organizations,
Programs, Activities & Functions, treats the subject of in
dependence in chapter 3.
2

For the purposes of this section on independence, the term per
sonnel encompasses all professional persons of the member firm
and is not limited to those in the accounting and auditing
practice area.

3

In instances where a firm is associated with financial state
ments, and the firm is not independent, see SAS No. 1, section
517, for reporting requirements.

IS
PROCEDURE
BEING
FOLLOWED

Quality Control Policies and
Procedures Questionnaire
1.

YES NO________ REMARKS_________________________ REF.

b.

YES NO N/A

EXTENT OF TESTING

FINDINGS

Review the firm's independence policies and procedures
and compare them to professional and regulatory re
quirements.
(see Engagement Review Item 1)

Does the firm require that personnel
at all organizational levels adhere
to the independence rules, regula
tions, interpretations, and rulings
of the AICPA, state CPA society,
state board of accountancy, state
statute, and if applicable, the
Securities and Exchange Commission
and other regulatory agencies?

a.

Suggested Review Program Steps

A-1

Determine who, if anyone, is designated to resolve
questions with respect to independence. Determine if
such person(s) position in the firm is commensurate
with that responsibility.

Is an individual or group desig
nated to provide guidance and to
resolve questions on independence
matters?
(i)

Are circumstances identified
where documentation as to
the resolution of questions
would be appropriate?

Review files, if available, documenting the resolution
of independence questions. Consider the appropriate
ness of such resolutions.

(ii)

Is consultation with author
itative sources required
when considered necessary?

Inquire as to questions relating to independence re
ferred to outside authoritative sources. Consider
questions in 1a(i) above as to necessity for referral
to authoritative sources.

Evaluate the adequacy of these procedures as supple
mentary to or substitute for other procedures in this
sect ion.

Describe other procedures, if
any, used to implement the above
policy.

YES NO

Are firm policies and procedures
relating to independence communi
cated to personnel at all organiza
tional levels?
a.

Are personnel informed of the
firm's independence policies
and procedures and advised that
they are expected to be familiar
with these policies and pro
cedures?

Determine how the firm communicates its independence
policies to its personnel and consider the appropriate
ness of the firm's method. Interview selected staff
personnel as to their familiarity with the firm's
policies.

b.

Is independence of mental at
titude emphasized in training
programs and in supervision and
review of engagements?

Determine the extent, if any, that independence and
the importance of an independent mental attitude are
included in training programs.
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2.

x

* Indicate by a checkmark which of the following procedures are used to accomplish the above policy

L

IS
PROCEDURE
BEING
FOLLOWED

Quality Control Policies and
Procedures Questionnaire

c.

REMARKS

REF.

Suggested Review Program Steps

Are personnel apprised on a
timely basis of those entities
to which independence policies
apply?

Determine and evaluate the method and timeliness of
notifying personnel of proscribed investments.
(see Engagement Review Item 2)

For example by:

Evaluate the method(s) by which prohibited investments
are identified for (1) clients and (2) related non
clients.

(i)

(ii)

(iii)

Preparing and maintaining
for independence purposes
a list of the firm's clients
and of other entities
(client's affiliates, par
ents, associates, etc.) to
which independence policies
apply.

Test, as appropriate, the methods used to identify
prohibited investments by, for example, reference to
correspondence files, client file histories, or other
sources.

Making the list available
to personnel (including
personnel new to the firm
or to an office) who need
it to determine their in
dependence .

Review the method(s) by which new personnel are noti
fied of prohibited investments.

Establishing procedures for
notifying personnel of
changes in the list.

Review the method(s) and timeliness by which personnel
are notified of additional proscribed investments.

d.

Does the firm maintain a library
or other facility containing
professional, regulatory, and
firm literature relating to in
dependence matters?

e.

Describe other procedures, if
any, used to implement the above
policy.

Evaluate the adequacy of these procedures as supple
mentary to or substitute for other procedures in this
section.

[C
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YES NO
3.

Does the firm confirm, when acting
as principal auditor, the indepen
dence of another firm engaged to
perform segments of an engagement?
a.

Are personnel informed as to the
form and content of an indepen
dence representation that is to
be obtained from a firm that has
been engaged to perform segments
of an engagement?

Determine and evaluate the firm's policy for assuring
the independence of other firms engaged to perform
segments of an engagement for which the firm is the
principal auditor.
(see Engagement Review Item 3)
If applicable, evaluate the form and content of in
dependence representations requested from other
accountants.

YES NO N/A

A-2

EXTENT OF TESTING

FINDINGS

IS
PROCEDURE
BEING

Quality Control Policies and
Procedures Questionnaire

FOLLOWED
*

REMARKS

REF.

Suggested Review Program Steps

b.

Are personnel advised as to the
frequency with which a represen
tation should be obtained from
an affiliate or associate firm
for a repeat engagement?

Determine how frequently representations of the in
dependence of other firms are requested for repeat
engagements.

c.

Describe other procedures, if
any, used to implement the above
policy.

Evaluate the adequacy of these procedures as supple
mentary to or substitute for other procedures in this
section.

YES NO
4.

Does the firm monitor compliance
with policies and procedures relat
ing to independence?

a.

*

Determine and evaluate the methods by which compliance
with the firm's independence policies and procedures
are monitored.

Are written representations ob
tained from personnel period
ically (normally on an annual
basis) that:

Review written representations from personnel to affirm:

(i)

They are familiar with the
firm’s independence poli
cies and procedures?

their knowledge of the firm's policies,

(ii)

Prohibited investments are
not held and were not held
during the period?

that prohibited investments are not held, and

As an alternative procedure,
a firm may obtain listings
of investments and securi
ties transactions (numbers
of shares or dollar amounts
need not be included) from
personnel to determine that
there are no prohibited
holdings.
[CR-21]

(iii)

b.

Prohibited relationships
do not exist and that trans
actions prohibited by firm
policy have not occurred?

Is responsibility for resolving
exceptions assigned to a person
or group with appropriate author
ity?

A-3

that prohibited relationships do not exist nor have
prohibited transactions occurred.

Determine how conformance with the requirements of
4(a) is monitored. Determine if such person(s) posi
tion in the firm is commensurate with that respon
sibility.

YES NO N/A

EXTENT OF TESTING

FINDINGS

IS
PROCEDURE
BEING
FOLLOWED

Quality Control Policies and
Procedures Questionnaire

*

REMARKS

REF.

Suggested Review Program Steps

Is responsibility for obtaining
representations and reviewing
compliance with independence
requirements assigned to a per
son or group with appropriate
authority?

(see Item 4(b) above)

d.

Are accounts receivable from
clients periodically reviewed
to ascertain whether any out
standing amounts take on some of
the characteristics of loans and
may, therefore, impair the firm's
independence?

Determine who, if anyone, reviews accounts receivable
records for evidence that the firm's independence has
not been impaired because of long-term outstanding
balances.
(see Engagement Review Item 4)

e.

Describe other procedures, if
any, used to implement the above
policy.

Evaluate the adequacy of these procedures as supple
mentary to or substitute for other procedures in this
section.
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c.

Prepared by

YES NO N/A

A-4

EXTENT OF TESTING

FINDINGS

A-5

REVIEW TEAM MEMBER

INDEPENDENCE

REVIEW TEAM CAPTAIN
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Conclusions

1.

Do the firm’s procedures appear to be
appropriately comprehensive and suitably
designed for the firm?

2.

Are the procedures adequately documented?

3.

Are they communicated to professional
personnel?

4.

Were they complied with during the period?

5.

Is there reasonable assurance that the
firm conforms with the standards of the
profession for member firms?

6.

Have the conclusions reached in this section
been related to the results of engagement
reviews?

7.

Have you prepared a ”Matter For Further
Consideration” form for each item which, in
your opinion, might affect the report of
the review team or which should be commu
nicated to the reviewed firm as a matter
that may require corrective action?

8.

Have you prepared a list of suggestions for
improvements in the firm’s quality control
policies and procedures which do not require
corrective action?

Yes

No

Explanation of "No" Answer

ENGAGEMENT REVIEW ITEMS

A-6

Questions Relating to Independence
Included in the Checklist for Review of Audit Engagements

1.

If any evidence was noted during the review which may indicate
a lack of independence, was there appropriate reporting or
other appropriate disposition?
(1)

2.

If appropriate, were related non-client subsidiaries or affil
iates included on prohibited investment listings?
(2c)

3.

If applicable, was timely and appropriate assurance of inde
pendence of other firms engaged to perform segments of the
engagement obtained?
(3)

4.

For continuing engagements, were the fees for the prior year’s
services paid:
(4d)
For SEC clients—prior to commencement of the
current engagement?

(b)

For non-SEC clients—prior to issuance of the
report for the current engagement?

[CR-27]

(a)

NOTE:

Parenthetic references are to policies and procedures
identified in A Guide to Implement the Voluntary Quality
Control Review Program for CPA Firms—Quality Control
Policies and Procedures for Participating CPA Firms.

B

Assigning
Personnel

B

ASSIGNING PERSONNEL TO ENGAGEMENTS

[CR-29]

Guidance in assigning personnel is found in the first general
standard of generally accepted auditing standards which states
that ’’the examination is to be performed by a person or persons
having adequate technical training and proficiency as an auditor."
A member firm should establish policies and procedures for as
signing personnel to engagements to provide reasonable assurance
that engagements will be performed by persons having the degree
of technical training and proficiency required in the circumstances

IS
PROCEDURE
BEING
FOLLOWED

Quality Control Policies and
Procedures Questionnaire

1.

YES NO

REMARKS

REF.

Suggested Review Program Steps

Does the firm delineate its approach
to assigning personnel, including
the planning of overall firm and of
fice needs and the measures employed
to achieve a balance of engagement
manpower requirements, personnel
skills, individual development, and
utilization?
a.

Are the personnel needs of the
firm planned on an overall basis
and for individual practice of
fices?

(see Hiring Item la)

b.

Are the staffing requirements of
specific engagements identified
on a timely basis?

Review office's records of staffing requests to deter
mine if they are prepared on a timely basis and in
accordance with firm policy.
(see Engagement Review Item 1)

c.

Are time budgets prepared for
engagements to determine manpower
requirements and to schedule
field work?

(see Engagement Review Item 2)
(see lb above)

d.

Are the following factors con
sidered in achieving a balance
of engagement manpower require
ments, personnel skills, indivi
dual development and utilization:

Consider whether the factors identified by the firm as
deserving consideration in achieving a balance of en
gagement manpower requirements, personnel skills, in
dividual development and utilization are appropriate
and whether they are considered in staff scheduling.

(i)

Engagement size and com
plexity?

(ii)

Personnel availability?

(iii)

(iv)
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(v)

(vi)
e.

Special expertise required?

Timing of the work to be
performed?
Continuity and periodic
rotation of personnel?
Opportunities for on-thejob training?
Evaluate the adequacy of these procedures as supple
mentary to or substitute for other procedures in this
sect ion.

Describe other procedures, if
any, used to implement the above
policy.

!

YES NO N/A

B-1

EXTENT OF TESTING

FINDINGS

Quality Control Policies and
Procedures Questionnaire

2.

Is an appropriate person (or persons)
responsible for assigning personnel
to engagements?
a.

In making assignments of indivi
duals, is consideration given to
the following:

IS
PROCEDURE
BEING
FOLLOWED
YES NO

REMARKS

REF.

Suggested Review Program Steps

Determine who is responsible for assigning personnel
to engagements.
Determine if such person(s) position
in the firm is commensurate with that responsibility.
Evaluate the firm's stated criteria that are considered
during the making of assignments.
(see Item 1d)
Interview the person charged with the responsibility
for making assignments to verify that he is aware of
the firm's stated criteria for making assignments and
that he does in fact use stated criteria.

(i)

Staffing and timing require
ments of the specific en
gagement?

(ii)

Evaluations of the qualifi
cations of personnel as to
experience, position, back
ground, and special exper
tise?

(iii)

The planned supervision and
involvement by supervisory
personnel?

(iv)

Projected time availability
of individuals assigned?

(v)

Situations where possible
independence problems and
conflicts of interests may
exist, such as assignment
of personnel to engagements
for clients who are former
employers or employers of
certain kin?

Is appropriate consideration
given, in assigning personnel,
to both continuity and rotation
to provide for efficient conduct
of the engagement and the per
spective of other personnel with
different experience and back
grounds?

(see Item 2a)

c.

Describe other procedures, if
any, used to implement the above
policy.

Evaluate the adequacy of these procedures as supple
mentary to or substitute for other procedures in this
sect ion.
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b.

YES NO N/A

B-2

EXTENT OF TESTING

FINDINGS

IS
PROCEDURE
BEING

Quality Control Policies and
Procedures Questionnaire

FOLLOWED
YES NO

REMARKS

REF.

Suggested Review Program Steps

Does the person with the final
responsibility for the engagement
approve its scheduling and staffing?
a.

Are the names and qualifications
of personnel to be assigned to
an engagement submitted for re
view and approval?

Determine whether the engagement partner approves staff
assigned to the engagement.
(see Engagement Review Item 3)

b.

Is consideration given to the
experience and training of the
engagement personnel in relation
to the complexity or other re
quirements of the engagement,
and the extent of supervision
to be provided?

(see Engagement Review Item 4)

c.

Describe other procedures, if
any, used to implement the above
policy.

Evaluate the adequacy of these procedures as supple
mentary to or substitute for other procedures in this
section.
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3.

Prepared by

B-3

YES NO N/A

EXTENT OF TESTING

FINDINGS

B-4

ASSIGNING PERSONNEL TO ENGAGEMENTS

REVIEW TEAM MEMBER
REVIEW TEAM CAPTAIN
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Conclusions

1.

Do the firm's procedures appear to be
appropriately comprehensive and suitably
designed for the firm?

2.

Are the procedures adequately documented?

3.

Are they communicated to professional
personnel?

4.

Were they complied with during the period?

5.

Is there reasonable assurance that the
firm conforms with the standards of the
profession for member firms?

6.

Have the conclusions reached in this section
been related to the results of engagement
reviews?

7.

Have you prepared a "Matter For Further
Consideration" form for each item which, in
your opinion, might affect the report of
the review team or which should be commu
nicated to the reviewed firm as a matter
that may require corrective action?

8.

Have you prepared a list of suggestions for
improvements in the firm's quality control
policies and procedures which do not require
corrective action?

Yes

No

Explanation of "No" Answer

B-5

ENGAGEMENT REVIEW ITEMS

Questions Relating to Assigning Personnel
Included in the Checklist for Review of Audit Engagements

1.

Were staffing requirements identified on a timely basis?

2.

As an indicator of firm’s ability to budget time, does the
budgeted and actual time compare favorably?
(1c)

3.

Is there indication of the partner’s approval of the schedul
ing and staffing of the engagement?
(3a)

4.

Based on staff interviews, review of working papers, etc. does
it appear that there was a proper mix between experience and
training of the engagement personnel in relation to the com
plexity or other requirements of the engagement, and the ex
tent of supervision to be provided?
(3b)

NOTE:

(lb)

Parenthetic references are to policies and procedures
identified in A Guide to Implement the Voluntary Quality
Control Review Program for CPA Firms—Quality Control
Policies and Procedures for Participating CPA Firms.

V

C
Consultation

(

c
CONSULTATION

[CR-41]

A member firm should establish policies and procedures for
consultation to provide reasonable assurance that personnel will
seek assistance on accounting and auditing questions, to the
extent required, from persons having appropriate levels of know
ledge, competence, judgment, and authority.

IS
PROCEDURE
BEING

Quality Control Policies and
Procedures Questionnaire

1.

Does the firm identify areas and
specialized situations where consul
tation is required and encourage
personnel to consult with or use
authoritative sources on other com
plex or unusual matters?

YES NO

REMARKS

REF.

Suggested Review Program Steps
Review the firm's consultation policies and procedures
and evaluate their appropriateness for the firm.

Are personnel informed of the
firm's consultation policies
and procedures?

Determine and evaluate the method and extent of
communication informing personnel of the firm's con
sultation policies and procedures.

b.

Are certain areas or specialized
situations identified as requir
ing consultation because of the
nature or complexity of the sub
ject matter?
Examples include:
(i) Application of newly issued
technical pronouncements.

Interview selected personnel to determine if they
are aware of the firm's consultation policies and
procedures.

c.

(see also a above and Engagement Review Item 1)

Interview selected personnel to determine if they are
aware of the firm's consultation policies and proce
dures.

Industries with special
accounting, auditing, or
reporting requirements.

(iii)

Emerging practice problems.

(iv)

Choices among alternative
generally accepted account
ing principles when an ac
counting change is to be
made.

(v)

Filing requirements of
regulatory agencies.

Is access to adequate reference
libraries and other authorita
tive sources maintained or pro
vided?
(i)

[CR-43]

FOLLOWED

a.

(ii)

Has the firm established
responsibility for main
taining a reference library
in each practice office?

C-1

Determine who is responsible for maintenance of the
reference library. Determine if this person has ap
propriate knowledge and authority.
Inspect library facilities for suitability** an? test
some publications included therein for current appli
cation and timely filing of services. Review list of
technical manuals and technical pronouncements, in
cluding those relating to particular industries and
other specialties. Evaluate the adequacy of the SEC
library.

**Suitability might include physical availabilty to
staff, adequacy of facilities for efficient utiliza
tion, control of publications removed from the library,
exclusion of old and outdated material, inclusion of
copies of stockholders reports of publicly-held com
panies, etc.

YES NO N/A

EXTENT OF TESTING

FINDINGS

IS
PROCEDURE
BEING

FOLLOWED

Quality Control Policies and
Procedures Questionnaire
(ii)

(iii)

REMARKS

REF.

Suggested Review Program Steps

Does the firm (a) maintain
an SEC library and (b) main
tain technical manuals and
issue technical pronounce
ments, including those relat
ing to particular industries
and other specialties?

(see Item 1c (i) above)

Are consultation arrange
ments maintained with other
firms and individuals where
necessary to supplement firm
resources?

If consultation arrangements are maintained with
other firms or individuals, review applicable docu
mentation of such arrangements. If not formalized,
interview persons responsible for such contact and
review major elements of such arrangements.
Ascertain how frequently the firm has availed itself
of such arrangements in the past year or two.

(iv)

Are problems referred to a
division or group in the
AICPA or state CPA society
established to deal with
technical inquiries?

Ascertain to what extent technical inquiries are di
rected to the AICPA or state CPA society. Review the
documentation of both the inquiries and the responses
and the attendant use of such data in the firm’s prac
tice.

d.

Is a research function maintained
to assist personnel with practice
problems?

If a research function is maintained to assist per
sonnel with practice problems, review this function
to test compliance with its policies and procedures,
especially those concerning documentation of inquiries.
If necessary, prepare a separate program.

e.

Describe other procedures, if
any, used to implement the above
policy.

Evaluate the adequacy of these procedures as supple
mentary to or substitute for other procedures in this
sect ion.

[CR-4 5]

YES NO

Does Che firm designate individuals
as specialists to serve as authori
tative sources, define their author
ity in consultive situations and
provide procedures for resolving
differences of opinion between en
gagement personnel and specialists?

a.

Are individuals designated as
specialists for filings with the
SEC and other regulatory agen
cies?

C-2

(see Professional Development Item 3)

YES NO N/A

EXTENT OF TESTING___________

FINDINGS

IS
PROCEDURE
BEING
FOLLOWED

Quality Control Policies and
Procedures Questionnaire

REMARKS

REF.

Suggested Review Program Steps

*

b.

Are specialists designated for
particular industries?

(see Professional Development Item 3)
Determine and evaluate the method and extent of desig
nating specialists, advising personnel of the avail
ability of specialists, the degree of authority to be
accorded specialists' opinions and the procedures fol
lowed for resolving differences of opinion with spe
cialists.

c.

Are personnel advised of the
degree of authority to be accor
ded specialists' opinions and of
the procedures to be followed for
resolving differences of opinion
with specialists?

Determine and evaluate the method and extent of desig
nating specialists, advising personnel of the avail
ability of specialists, the degree of authority to be
accorded specialists' opinions and the procedures fol
lowed for resolving differences of opinion with spe
cialists.

d.

Is documentation required as to
the considerations involved in
the resolution of differences of
opinion?

(see Engagement Review Item 3)

e.

Describe other procedures, if
any, used to implement the above
policy.

Evaluate the adequacy of these procedures as supple
mentary to or substitute for other procedures in this
sect ion.

YES NO

[CR-47 ]

3.

Does the firm specify the extent of
documentation to be provided for
the results of consultation in those
areas and specialized situations
where consultation is required;
specify documentation as appropri
ate for other consultations?

*

a.

Are personnel advised as to the
extent of documentation to be
prepared and the responsibility
for its preparation?

b.

Is consultation documentation
maintained in clearly indicated
locations?

Review subject files, if maintained, documenting the
results of consultation.

c.

Are subject files maintained
containing the results of con
sultations for reference and
research purposes?

(see Item 3b above)

Review the communication, if available, advising
personnel as to the extent of documentation to be
prepared and the responsibility for its preparation.
Evaluate the appropriateness of the procedures.

YES NO N/A

C-3

EXTENT OF TESTING

FINDINGS

IS
PROCEDURE
BEING
FOLLOWED
Quality Control Policies and
Procedures Questionnaire

REMARKS

REF.

Suggested Review Program Steps

*

Describe other procedures, if
any, used to implement the above
policy.

[CR-49]

d.

Prepared by

Evaluate the adequacy of these procedures as supple
mentary to or substitute for other procedures in this
sect ion.

YES NO N/A

C-4

EXTENT OF TESTING

FINDINGS

C-5

CONSULTATION

REVIEW TEAM MEMBER
REVIEW TEAM CAPTAIN

[CR-51]

Conclusions
1.

Do the firm's procedures appear to be
appropriately comprehensive and suitably
designed for the firm?

2.

Are the procedures adequately documented?

3.

Are they communicated to professional
personnel?

4.

Were they complied with during the period?

5.

Is there reasonable assurance that the
firm conforms with the standards of the
profession for member firms?

6.

Have the conclusions reached in this section
been related to the results of engagement
reviews?

7.

Have you prepared a "Matter For Further
Consideration" form for each item which, in
your opinion, might affect the report of
the review team or which should be commu
nicated to the reviewed firm as a matter
that may require corrective action?

8.

Have you prepared a list of suggestions for
improvements in the firm's quality control
policies and procedures which do not require
corrective action?

Yes

No

Explanation of "No" Answer

C-6
ENGAGEMENT REVIEW ITEMS

Questions Relating to Consultation
Included in the Checklist for Review of Audit Engagements

When situations arose in the engagement which, because of
firm policy, require consultation, was appropriate consulta
tion made?
(lb)

2.

If the engagement records indicated a difference of opinion
between engagement personnel and a specialist or other con
sultant, was the difference resolved in accordance with
firm policy?

3.

Were the considerations involved in the resolution of the
differences of opinion mentioned in item 2 above appro
priately documented?
(2d)

4.

Was appropriate documentation prepared for consultation?

[CR-53 ]

1.

NOTE:

Parenthetic references are to policies and procedures
identified in A Guide to Implement the Voluntary Quality
Control Review Program for CPA Firms—Quality Control
Policies and Procedures for Participating CPA Firms.

D

Supervision

- D SUPERVISION

The first standard of field work of generally accepted auditing
standards states that the work is to be adequately planned and
assistants, if any, are to be properly supervised.
A member firm
should establish policies and procedures for the conduct and
supervision of work at all organizational levels to provide rea
sonable assurance that the work performed meets the firm’s stan
dards of quality.

5

[CR -5 ]

Procedures for supervision are necessary to provide reasonable
assurance that appropriate judgments and conclusions can be drawn
with respect to the work performed.
The extent of supervision
and review appropriate in a given instance depends on many fac
tors, including the complexity of the subject matter, the quali
fications of persons performing the work, and the extent of
consultation available and used.
Additional factors bearing upon
the appropriate extent of supervision and review include the de
gree of authority delegated to assistants on an engagement, per
formance of personnel assigned to an engagement, and risk factors
inherent in the engagement.

(

IS

Quality Control Policies and
Procedures Questionnaire

PROCEDURE
BEING
FOLLOWED

YES NO

REMARKS

REF.

Suggested Review Program Steps

EXTENT OF TESTING

YES NO N/A
i

1.

*

Ascertain whether responsibility for planning specific
engagements has been assigned. Determine if such per
son’s position in the firm is commensurate with that
responsibility.
(see also Engagement Review Items 1 and 2)

a.

Is responsibility assigned for
planning an engagement and are
appropriate personnel assigned
to the engagement involved in
the planning process?

b.

Is background information devel
oped or is information obtained
from prior engagements reviewed
and updated for changed circum
stances?

(see Engagement Review Item 3)

c.

Is there a description of matters
to be included in the engagement
planning process, such as the
following:

Evaluate the adequacy of matters to be included in
the engagement planning process.
(see Engagement Review Item 4)

(i)

(ii)

[CR-57]

Review the firm’s supervision policies and procedures
and evaluate their applicability for the particular
firm.
(see Engagement Review Item 5)

Does the firm provide procedures for
planning engagements?

d.

Development of proposed work
programs?
Determination of manpower
requirements and need for
specialized knowledge?

(iii)

Development of estimates of
time required to complete
the engagement?

(iv)

Consideration of current
economic conditions affect
ing the client or its in
dustry and their potential
impact on the conduct of
the engagement?

Describe other procedures, if
any, used to implement the above
policy.

Evaluate the adequacy of these procedures as supple
mentary to or substitute for other procedures in
this section.

D-1

FINDINGS

Quality Control Policies and
Procedures Questionnaire
2.

Are procedures provided for maintain
ing the firm’s standards of quality
for the work performed?

- IS
PROCEDURE
BEING
FOLLOWED

YES NO________ REMARKS_________________________ REF.

Suggested Review Program Steps

Review and evaluate the firm's procedures for creating,
implementing, and maintaining its standards of quality
for the work performed.

a.

Is adequate supervision provided
at all organizational levels con
sidering the training, ability,
and experience of the personnel
assigned?

(see Engagement Review Item 6)

b.

Are guidelines developed for the
form and content of working
papers?

Review and evaluate the firm's guidelines for form
and content of working papers.

c.

Are standardized forms, check
lists, and questionnaires utili
zed, to the extent appropriate,
to assist in the performance of
engagements?

Review and evaluate the firm's standardized forms,
checklists, and questionnaires, if any, which are
used to assist in the performance of engagements.**
(see Engagement Review Items 9 through 13)

d.

Are procedures provided for re
solving differences of profes
sional judgment among members
of an engagement team?

Determine what procedures, if any, are provided for
resolving differences of professional judgment among
members of an engagement review team and consider the
appropriateness of the method.
(see Engagement Review Item 14)

e.

Are procedures provided for the
supervision and control of work
performed (including work out
side the United States) by other
offices and by correspondent
firms?

Review and evaluate such procedures for supervision
and control.

f.

Describe other procedures, if
any, used to implement the above
policy.

Evaluate the adequacy of these procedures as supple
mentary to or substitute for other procedures in
this section.

(see Engagement Review Item 8)

[C
R-59]

**Particular attention should be given to the forms,
checklists, or questionnaires used for the following
purposes: review of internal control (both manual
and EDP systems), audit work programs, financial
statement disclosures, time budget and control and
documentation of review of field work. Determine
if they are reasonably comprehensive and technically
accurate. Also, ascertain which are required to be
used or only suggested for use.
3.

Are procedures provided for review
ing engagement working papers and
reports?

Review and evaluate the firm's policies and proced
ures for the evaluation of engagement working papers
and reports.

YES NO N/A

D-2

EXTENT OF TESTING

FINDINGS

IS
PROCEDURE
BEING

Quality Control Policies and
Procedures Questionnaire

a.

b.

Suggested Review Program Steps

Requiring that reviewers
have appropriate competence
and responsibility?

(see Engagement Review Item 15)

(ii)

Determining that work per
formed is complete and con
forms to professional
standards and firm policy?

(see Engagement Review Item 15)

Developing forms and proce
dures to document the review
of working papers and the
reviewer's findings?

Have guidelines been developed
for review of the report to be
issued for an engagement such as:

Ascertain and evaluate the guidelines that have been
developed for pre-issuance report review.

(i)

Determining that the evidence
of work performed and con
clusions contained in the
working papers support the
report?

(see Engagement Review Item 17)

Determining that the report
conforms to professional
standards and firm policy?

(see Engagement Review Item 16)

Providing for review of the
report by a reviewer having
appropriate competence and
responsibility and having no
other responsibility for the
engagement? (see note below)
Developing forms and pro
cedures to document the
review of the report and
the reviewer's findings?

(see Engagement Review Item 16)

(iv)
[CR-61 ]

REF.

(i)

(iii)

Note:

REMARKS

Determine what guidelines have been developed for
review of working papers and consider their appro
priateness.

(ii)

c.

FOLLOWED

Have guidelines been developed for
review of working papers and for
documentation of the review pro
cess such as:

(iii)

Describe other procedures, if
any, used to implement the above
policy.
This review procedure as it applies
to reports on financial statements
of SBC registrants must be
performed by a partner under the
requirements of the SEC Practice
Section.

D-3

Evaluate the adequacy of these procedures as supple
mentary to or substitute for other procedures in
this section.

YES NO N/A

EXTENT OF TESTING

FINDINGS

Quality Control Policies and
Procedures Questionnaire

Have procedures been provided, or
does the firm plan to have procedures
in effect within the appropriate time
limits, for rotation of engagement
partners on SEC engagements? (This
is a membership requirement of the
SEC Practice Section - see the re
quirement for details.)

[CR-63]

4.

Prepared by

IS
PROCEDURE
BEING
FOLLOWED
YES NO ________ REMARKS

REF.

Suggested Review Program Steps

Determine what procedures are in effect or what
procedures are planned to conform to this requirement

YES NO N/A

D-4

EXTENT OF TESTING

FINDINGS

D-5

REVIEW TEAM MEMBER

SUPERVISION

REVIEW TEAM CAPTAIN

[C R -6 5 ]

Conclusions

1.

Do the firm's procedures appear to be
appropriately comprehensive and suitably
designed for the firm?

2.

Are the procedures adequately documented?

3.

Are they communicated to professional
personnel?

4.

Were they complied with during the period?

5.

Is there reasonable assurance that the
firm conforms with the standards of the
profession for member firms?

6.

Have the conclusions reached in this section
been related to the results of engagement
reviews?

7.

Have you prepared a "Matter For Further
Consideration" form for each item which, in
your opinion, might affect the report of
the review team or which should be commu
nicated to the reviewed firm as a matter
that may require corrective action?

8.

Have you prepared a list of suggestions for
improvements in the firm's quality control
policies and procedures which do not require
corrective action?

Yes

No

Explanation of "No" Answer

D-6
ENGAGEMENT REVIEW ITEMS

[CR-67]

Questions Relating to Supervision
Included in the Checklist for Review of Audit Engagements

1.

Does it appear that audit planning was adequately documented
in the working papers?

2.

Was adequate follow up made to determine reasons for variations
in the audit plan relative to personnel assigned, timing and
execution of the plan and estimated time budget?
(la)

3.

Was background information developed or, if information was
obtained from prior engagements, was it updated for changed
circumstances, (e.g. proposed work program, manpower require
ments, etc.)?
(lb)

4.

Do the working papers contain the items required by the firm’s
description of matters to be included in the planning
process?
(1c)

5.

Did the partner (or manager) approve the overall audit plan
(including audit program) as the final planning step and
convey his approval or modifications to the engagement staff?
(1)

6.

Does it appear that adequate supervision was provided con
sidering the background and experience of personnel assigned
to the engagement?
(2a)

7.

Does it appear that hours charged by the partner and manager
were both adequate and appropriately timed to provide for
planning and supervision as the job progressed?

8.

If appropriate, were the firm’s guidelines for the form and
content of working papers complied with?

9.

Were forms, checklists, or questionnaires adequately com
pleted for the following areas:

a.

Review of internal control?

(1)
(2)

(

Manual system?
EDP system?

b.

Audit work programs?

c.

Financial statement disclosures?

d.

Time budgets and progress reports?

e.

Working papers and financial statement reviews?

D-7

10.

If standardized forms, etc., were not used for any of the
above areas, is there other adequate substitute documenta
tion?

11.

Were applicable industry accounting and audit guides used
for the engagement?

12.

Were the firm’s other required standardized forms, check
lists and questionnaires, if any, properly utilized on
the engagement?
(2c)

13.

Were standardized checklists modified where necessary to
conform to this engagement?

14.

Were differences of professional opinion resolved in ac
cordance with firm policy?
(2d)

15.

Was an appropriate review made of the working papers, by a
person whose position in the firm is commensurate with that
responsibility, to determine that work performed is complete
and conforms to professional standards and firm policy?
(3a i and ii)

16.

Was an appropriate pre-issuance review made of the report,
by a reviewer whose position in the firm is commensurate
with that responsibility and who has no other responsibil
ity for the engagement, to determine that the report con
forms to professional standards and firm policy?
(3b, ii and iii)

17.

Does it appear that evidence of work performed and conclu
sions contained in the working papers support the report?
(3b i)

[CR-68 ]

NOTE:

Parenthetic references are to policies and procedures
identified in A Guide to Implement the Voluntary Quality
Control Review Program for CPA Firms—Quality Control
Policies and Procedures for Participating CPA Firms.

V

E

Hiring

E

HIRING

[CR-69]

A firm’s personnel may well be its most valuable asset.
Al
though the hiring of personnel may be considered partly an
administrative function, a firm’s policies and procedures with
respect to hiring affect the quality of its work.
A member
firm should establish policies and procedures for hiring to
provide reasonable assurance that those persons employed possess
the appropriate characteristics to enable them to perform com
petently .

Quality Control Policies and
Procedures Questionnaire

1.

Does the firm maintain a program
designed to obtain qualified person
nel by planning for personnel needs,
establishing hiring objectives, and
setting qualifications for those in
volved in the hiring function?

IS
PROCEDURE
BEING
FOLLOWED
YES NO

REMARKS

REF.

Suggested Review Program Steps

★

a.

Is there planning for the firm's
personnel needs at all levels,
and are quantified hiring objec
tives established, based on
current clientele, anticipated
growth, personnel turnover, in
dividual advancement, and retire
ment?

Determine if the firm's personnel needs are planned
for at all levels and if they are appropriate. Deter
mine if hiring objectives have been included.

b.

Does the firm have a program for
achieving hiring objectives
which provides for:

Review and evaluate the firm's program for achieving
its hiring objectives.

(i)
(ii)

Identification of sources
of potential hirees?

Methods of contact with
potential hirees?

(iii)

Methods of specific identi
fication of potential
hirees?

(iv)

Methods of attracting poten
tial hirees and informing
them about the firm?

(v)

Methods of evaluating and
selecting potential hirees
for extension of employment
offers?

Are those persons involved in
hiring informed as to the firm's
personnel needs and hiring ob
jectives?

Review the methods by which personnel involved in
hiring are informed of the firm's personnel needs
and hiring objectives. If there is no written com
munication, interview those who have been involved
during the year.

d.

Is responsibility for employment
decisions assigned to authorized
persons?

Determine who is responsible for making employment
decisions. Determine if such person(s) position in
the firm is commensurate with the responsibility.

[C/t-7/]

c.

YES NO N/A

E-1

EXTENT OF TESTING

FINDINGS

IS
PROCEDURE
BEING

Quality Control Policies and
Procedures Questionnaire

e.

(ii)

f.

FOLLOWED
REMARKS

*

Is the effectiveness of the re
cruiting program monitored by:

(i)

REF.

Suggested Review Program Steps

Determine and evaluate the firm's method for monitoring
the effectiveness of its recruiting program.

Evaluating the recruiting
program periodically to
determine whether policies
and procedures for obtaining
qualified personnel are
being observed?
Reviewing hiring results
periodically to determine
whether goals and personnel
needs are being achieved?

Evaluate the adequacyof these procedures as supple
mentary to or substitute for other procedures in
this section.

Describe other procedures, if
any, used to implement the above
policy.

YES NO
2.

Has the firm established qualifica
tions and guidelines for evaluating
potential hirees at each professional
level?

a.

Is there identification of the
attributes to be sought in hirees,
such as intelligence, integrity,
honesty, motivation, and aptitude
for the profession?

Determine what attributes have been identified to be
sought in hirees (including interns and part-time
employees)* Evaluate the relevancy of these attri
butes. Review personnel files to see the correlation
between hirees and desired attributes.

b.

Is there identification of achie
vements and experience desirable
for entry level and experienced
personnel, such as:

Determine what achievements and experience have been
identified to be sought in hirees (including interns
and part-time employees). Evaluate the relevancy of
these attributes. Review personnel files to see the
correlation between hirees and desired achievements
and experience.

(i)

[CR-73]

(ii)

(iii)
(iv)
c.

Academic background?
Personal achievements?

Work experience?
Personal interests?

Are there set guidelines to be
followed when hiring individuals
in atypical situations, such as:

(i)

Hiring relatives of per
sonnel or relatives of
clients?

E-2

Determine and evaluate guidelines that have been
established for hiring in atypical situations such as
relatives of the firms personnel, relatives of clients,
former employees and clients' employees.

YES NO N/A

EXTENT OF TESTING

FINDINGS

IS
PROCEDURE
BEING

E-3

FOLLOWED
Quality Control Policies and
Procedures Questionnaire
(ii)

(iii)
d.

_______
*

(ii)

(iii)

Hiring client employees?
Determine that appropriate background information and
documentation of applicants* qualifications are ob
tained. Review personnel files for conformity.

Resumes?
Application forms?

Interviews?

(iv)

College transcripts?

(v)

Personal references?

(vi)

Suggested Review Program Steps

Rehiring former employees?

Are background information and
documentation of qualifications
of applicants obtained by appro
priate means, such as:

(i)

REMARKS_______________________ REF.

Former employment references?

e.

Is there evaluation of the quali
fications of new personnel in
cluding those obtained from other
than the usual hiring channels
(e.g., those joining the firm at
supervisory levels or through
merger or acquisition) to deter
mine that they meet the firm's
requirements and standards?

Determine, by test reviewing personnel files, if those
joining the firm through unusual circumstances, such
as through mergers or at supervisory levels, meet the
firm's standards and requirements.

f.

Describe other procedures, if
any, used to implement the above
policy.

Evaluate the adequacy of these procedures as supple
mentary to or substitute for other procedures in
this section.

YES NO

[CR-75]

3.

Are applicants and new personnel
informed of the firm's policies and
procedures relevant to them?
a.

Are applicants and new personnel
informed by use of a brochure or
another means?

Determine if applicants and new employees are informed
of the firm's policies and procedures by written or
oral communications. Evaluate their relevancy. If
no written communication exists, interview individuals
hired during the year.

b.

Is a currently updated manual
describing policies and proce
dures distributed to personnel?

Review the method by which personnel are notified of
new policies and procedures. Consider whether all
personnel receive the information that is relevant
to them.

YES NO N/A

EXTENT OF TESTING

FINDINGS

IS
PROCEDURE
BEING

Quality Control Policies and
Procedures Questionnaire

FOLLOWED
REMARKS

REF.

Suggested Review Program Steps

*

Are orientation programs conducted
for new personnel?

(see Professional Development Item 1c)

d.

Describe other procedures, if any,
used to implement the above policy.

Evaluate the adequacy of these procedures as supple
mentary to or substitute for other procedures in
this section.

[CR-77]

c.

Prepared by

E-4

YES NO N/A

EXTENT OF TESTING

FINDINGS

E-5

HIRING

REVIEW TEAM MEMBER
REVIEW TEAM CAPTAIN

[CR-79]

Conclusions

1.

Do the firm's procedures appear to be
appropriately comprehensive and suitably
designed for the firm?

2.

Are the procedures adequately documented?

3.

Are they communicated to professional
personnel?

4.

Were they complied with during the period?

5.

Is there reasonable assurance that the
firm conforms with the standards of the
profession for member firms?

6.

Have the conclusions reached in this section
been related to the results of engagement
reviews?

7.

Have you prepared a "Matter For Further
Consideration" form for each item which, in
your opinion, might affect the report of
the review team or which should he commu
nicated to the reviewed firm as a matter
that may require corrective action?

8.

Have you prepared a list of suggestions for
improvements in the firm's quality control
policies and procedures which do not require
corrective action?

Yes

No

Explanation of "No" Answer

F

Professional
Development

- F PROFESSIONAL DEVELOPMENT

The concept of professional development embodies recognition of
the continuing obligation of personnel to maintain their com
petence during their professional careers.
A member firm should
establish policies and procedures for professional development
to provide reasonable assurance that personnel will have the
knowledge required to enable them to fulfill responsibilities
assigned.
Professional development activities enable a firm to
provide personnel with the means to acquire the knowledge re
quired to fulfill responsibilities assigned to them and to pro
gress within the firm.

[CR-8 1 ]

The reviewer should be familiar with the document entitled ’’Con
tinuing Professional Education Policies of the SEC Practice Section
of the AICPA Division For CPA Firms” which contains membership
requirements that a reviewer should be cognizant of in his review
of this element section.
Reference is made to various sections
of this document in certain of the Suggested Review Program steps.

IS

PROCEDURE
BEING
Quality Control Policies and
Procedures Questionnaire

1.

FOLLOWED

YES NO_______ REMARKS

REF.

YES NO N/A

Suggested Review Program Steps

Has the firm established guidelines
and requirements for its professional
development program and communicated
them to its personnel?
a.

Is responsibility for the pro
fessional development function
assigned to a person or group
with appropriate authority?

Determine who or what group is responsible for the
professional development function and whether that
individual can impact the professional development
of the firm's personnel.

b.

Do programs developed by the
firm contain clear statements
of objectives, education and ex
perience prerequisites, and are
such programs reviewed by qual
ified individuals?

Select specific programs and evaluate the qualifica
tions of the primary program developer(s) and the
individual(s) who provided technical and/or educa
tional design assistance.
Review programs developed by the firm to ascertain:
i.

that programs contribute to professional
competence of participants

ii.

that the stated objectives are reasonably
clear and appear appropriate

iii.

iv.

c.

Is an orientation program, re
lating to the firm and the
profession, provided for newly
employed personnel?

that the stated level of knowledge and/or ex
perience prerequisite is appropriate

determine and evaluate the method by which the
firm satisfies itself as to the quality of its
significant recurring professional development
programs, including updates and revisions to the
courses .

Review the orientation program for content.
appropriate for entry level personnel.

Is it

Determine and test if the firm has a procedure to
assure that all newly hired personnel attend.

[CR-83]

Determine the firm's alternative procedures applying
to new staff members who do not attend.
(i)

(ii)

Does the firm prepare pub
lications and programs to
inform newly employed per
sonnel of their profession
al responsibilities and
opportunities?

Is responsibility desig
nated for conducting
orientation conferences
to explain professional
responsibilities and firm
policies?

F-1

EXTENT OF TESTING

FINDINGS

IS

PROCEDURE
BEING
FOLLOWED

Quality Control Policies and
Procedures Questionnaire

REMARKS

REF.

Suggested Review Program Steps

*

(iii)

d.

[CR-85]

e.

Does the firm enable newly
employed personnel having
limited experience to attend
AICPA or other comparable
level staff training pro
grams?

Are continuing professional ed
ucation requirements established
for personnel at each level with
in the firm?

(i)

Do established firm require
ments include consideration
of state mandatory require
ments or continuing profes
sional education policies
of the SEC Practice Section
of the AICPA Division for
CPA Firms ?

Ascertain that required minimum annual hours are reason
able in light of State and Institute requirements.
See Sections I and II, CPE Policies.

Interview various levels of personnel to determine the
extent of their participation in:

(ii)

Is participation in external
continuing programs includ
ing college level and selfstudy courses encouraged?

(iii)

Is membership in profession
al organizations encouraged?

- professional organizations

(iv)

Are personnel encouraged to
serve on professional com
mittees, prepare articles,
and participate in other
professional activities?

- professional committees, preparing articles and other
professional activities.

Are continuing professional ed
ucation programs monitored,
including maintenance of appro
priate records, both on a firm
and an individual basis?

See Sections V and VI, CPE Policies.

(i)

Determine the procedures used by the firm to review
its records of participation by personnel to verify
compliance with firm requirements.

Are the records of parti
cipation by personnel re
viewed periodically to
determine compliance with
firm requirements?

F-2

Ascertain what steps are taken if the firm’s reviewer
finds non-compliance with the firm’s policy.
Examine records maintained under the system.
If the firm has changed its education year during the
year under review, ascertain the reasons therefor.

YES NO N/A

EXTENT OF TESTING

FINDINGS

IS
PROCEDURE
BEING
FOLLOWED

Quality Control Policies and
Procedures Questionnaire

REMARKS

REF.

Suggested Review Program Steps

*

(ii)

Determine the procedures the firm follows for reviewing
the overall effectiveness of the CPE function and in
terview selected staff personnel as to their evaluation
of the firm's programs.

Are the evaluation reports
and other records prepared
for continuing education
programs reviewed period
ically to evaluate whether
the programs are being pre
sented effectively and ac
complishing firm objectives?

Determine the appropriateness of the scope and frequency
of the reviews.
Review the reports or other records.

Determine that recommendations made in the reports have
heen implemented, or an implementation plan ha a been
adopted, or the reasons for non-implementation have
been approved and documented.

f.

2.

Does the firm make available to per
sonnel information about current
developments in professional tech
nical standards and materials con
taining the firm’s technical policies
and procedures and encourage person
nel to engage in self-development
activities?
a.

Evaluate the adequacy of these procedures as supple
mentary to or substitute for other procedures in this
sect ion.

Describe other procedures, if
any, used to implement the above
policy.

Are personnel provided with pro
fessional literature relating
to current developments in pro
fessional technical standards?

[CR-87]

(i)

(ii)

Is material of general in
terest, such as pronounce
ments of the Financial
Accounting Standards Board
and the AICPA Auditing
Standards Executive Com
mittee distributed to per
sonnel?

Are pronouncements in areas
of specific interest, such
as those issued by the
Securities and Exchange
Commission, Internal Rev
enue Service, and other
regulatory agencies dis
tributed to persons who

res NO

*

Ascertain the nature of materials and method for dis
tribution to the various levels of personnel.

Evaluate whether:
- range of topics is complete
- extent of distribution is adequate
- distribution is made on a timely basis.

Ascertain the nature of materials and method for dis
tribution to the various levels of personnel.
Evaluate whether:
- range of topics is complete
- extent of distribution is adequate
- distribution is made on a timely basis.

YES NO N/A

f-3

EXTENT OF TESTING

FINDINGS

IS
PROCEDURE
BEING
FOLLOWED

Quality Control Policies and
Procedures Questionnaire

REMARKS

REF.

Suggested Review Program Steps

have responsibility in such
areas?
(iii)

b.

Are manuals containing firm
policies and procedures on
technical matters distribu
ted to personnel?

Determine method and extent of distribution of firm
policies and procedures on technical matters.

Are such manuals updated for
new developments and chang
ing conditions?

Determine if firm policies and procedures on technical
matters are current and if they are distributed on a
timely basis.

If the firm presents its own
training programs, have course
materials been developed or ob
tained and instructors selected
and trained?

See Sections III and IV, CPE Policies.

(i)

For selected programs, obtain a copy of the informa
tion for participants which covers procedures and
requirements for attendance at the program.

Do the training programs
include a statement of their
objectives, and the educa
tion and/or experience pre
requisites for participants?

Ascertain that the information covers the following
and to what extent:
a.
b.
c.
d.
e.
f.
g.

[CR-89]

(ii)

Are program instructors
required to be qualified
both as to program content
and teaching methods?

YES NO N/A

—

*

Objective(s) of the program
Prerequisites (if any)
Prior experience level
Subject matter
Nature and extent of advance preparation
Teaching method(s) to be used
Number of CPE credit hours.

Select specific programs and determine that instruc
tors are qualified based on the following:
a.

Nature and extent of teaching experience

b.

Level of technical expertise for the courses or
programs being conducted

c.

Past evaluations of participants, observers
and others

d.

Attendance at formal instructor training program
or other appropriate training.

F-4

EXTENT OF TESTING

FINDINGS

IS
PROCEDURE
BEING

FOLLOWED

Quality Control Policies and
Procedures Questionnaire

REMARKS

REF.

Suggested Review Program Steps

*

(iii)

Ascertain if the participants’ evaluations provide for
consideration of whether:

Do participants evaluate
program content and instruc
tors of training sessions?

a.

Course objectives were met

b.

Prerequisites were necessary or desirable

c.

Advance preparation materials were satisfactory

d.

Instructor(s) performed effectively

e.

Program content was effective.

For selected programs, determine that a sufficient
number of participant evaluations have been prepared
to evaluate the above factors.

Determine if instructor(s) is informed of performance
at the program.
(iv)

Ascertain if the instructors' evaluations provide a
determination of whether:

Do instructors evaluate
program content and par
ticipants in training
sessions?

a.

Course objectives were met

b.

Prerequisites were necessary or desirable

c.

Advance preparation materials were satisfactory

d.

Students effectively participated

e.

Program content was effective.

For selected programs, determine that a sufficient
number of instructor evaluations have been prepared
to evaluate the above factors.

[C
R-91]

(v)

c.

F-5

For selected programs, review and evaluate adequacy
of the updates prepared to insure that the programs
are current with respect to new developments, chang
ing conditions, and evaluation reports.

Are programs updated as
needed in light of new de
velopments, changing con
ditions, and evaluation
reports?

Evaluate the adequacy of these procedures as supple
mentary to or substitute for other procedures in this
section.

Describe other procedures, if
any, used to implement the above
policy.
i

YES NO N/A

EXTENT OF TESTING____________________ FINDINGS

IS
PROCEDURE
BEING

Quality Control Policies and
Procedures Questionnaire

3.

FOLLOWED

YES NO

REMARKS

REF

Suggested Review Program Steps

Does the firm provide, to the extent
necessary, programs to fill its need:
for personnel with expertise in spe
cialized areas and industries?

*

Ascertain the firm's area of practice (review client
lists by industry, etc.) and discuss with those in
dividuals who are responsible for each area what pro
grams are conducted to develop and maintain the firm's
expertise.

a.

Are firm programs conducted to
develop and maintain expertise
in specialized areas, and in
dustries, such as regulated in
dustries, computer auditing, and
statistical sampling methods?

b.

Is attendance at external educa
tion programs, meetings, and
conferences encouraged to acquire
technical or industry expertise?

Determine the extent of application of firm policy
regarding attendance at external education programs,
meetings, and conferences to acquire technical or
industry expertise.

c.

Are membership and participation
in organizations concerned with
specialized areas and industries
encouraged?

Determine the extent of application of firm policy
regarding membership and participation in organiza
tions concerned with specialized areas and industries.

d.

Is technical literature relating
to specialized areas and indus
tries provided?

Determine that materials distributed on specialized
areas are complete and timely.

e.

Describe other procedures, if
any, used to implement the above
policy.

Evaluate the adequacy of these procedures as supple
mentary to or substitute for other procedures in
this section.

YES NO
4.

Does the firm provide for on-the-job
training during the performance of
engagements?

R 3

[C -9 ]

a.

Is the importance of on-the-job
training emphasized as a sig
nificant part of an individual’s
professional development?

(i)

Are discussions held with
assistants relating the
work they are performing
to the engagement as a
whole?

F-6

*

(see Engagement Review Item 1)

YES NO N/A

EXTENT OF TESTING

FINDINGS

Quality Control Policies and
Procedures Questionnaire

(ii)

IS
PROCEDURE
BEING
FOLLOWED

*

REMARKS

REF

Suggested Review Program Steps

Are assistants involved in
as many portions of the en
gagement as practicable?

b.

Is the significance of personnel
management skills emphasized and
is coverage of these subjects in
cluded in firm training programs?

Does the firm's policy encourage participation in pro
grams that include but are not restricted to, the areas
of communication, ethics, behavioral sciences, and
practice management?

c.

Are personnel encouraged to train
and develop subordinates?

Determine whether personnel are encouraged to train and
develop subordinates.
(see also Advancement Item 2)

d.

Are assignments monitored to de
termine that personnel:

(i)

Are fulfilling, where ap
plicable, the experience
requirements of the state
board of accountancy?

Determine the firm's procedures for assuring that firm
personnel will meet the experience requirement of the
state board of accountancy.

(ii)

Gaining experience in var
ious areas of engagements
and varied industries?

Determine what practices are followed in providing onthe-job training, including a variety of work assign
ments .

Working under different
supervisory personnel?

Determine if personnel are assigned to work under dif
ferent supervisory personnel.

Describe other procedures, if
any, used to implement the above
policy.

Evaluate the adequacy of these procedures as supple
mentary to or substitute for other procedures in this
sect ion.

(iii)

[CR-95 ]

e.

Prepared by

YES NO N/A

F-7

EXTENT OF TESTING

FINDINGS

F-8

PROFESSIONAL DEVELOPMENT

REVIEW TEAM MEMBER
REVIEW TEAM CAPTAIN

[CR-97]

Conclusions

1.

Do the firm's procedures appear to be
appropriately comprehensive and suitably
designed for the firm?

2.

Are the procedures adequately documented?

3.

Are they communicated to professional
personnel?

4.

Were they complied with during the period?

5.

Is there reasonable assurance that the
firm conforms with the standards of the
profession for member firms?

6.

Have the conclusions reached in this section
been related to the results of engagement
reviews?

7.

Have you prepared a "Matter For Further
Consideration" form for each item which, in
your opinion, might affect the report of
the review team or which should be commu
nicated to the reviewed firm as a matter
that may require corrective action?

8.

Have you prepared a list of suggestions for
improvements in the firm's quality control
policies and procedures which do not require
corrective action?

Yes

No

Explanation of "No" Answer

F-9
ENGAGEMENT REVIEW ITEMS

Questions Relating to Professional Development
Included in the Checklist for Review of Audit Engagements

By reviewing working papers and detailed time budgets and
interviews of personnel, does it appear that there was
adequate on-the-job training (consider such things as pre
and post audit conferences, tour of client’s facilities,
monitoring staff progress, etc.)?

[CR-99]

1.

NOTE:

Parenthetic references are to policies and procedures
identified in A Guide to Implement the Voluntary Quality
Control Review Program for CPA Firms—Quality Control"
Policies and Procedures for Participating CPA Firms.

G

(

(

- G -

ADVANCEMENT

[CR-101]

Advancement is the progression of personnel to positions of
greater responsibility within a firm.
A member firm should
establish policies and procedures to provide reasonable assur
ance that personnel selected for advancement will have the
qualifications necessary for fulfillment of the responsibili
ties they will be called upon to assume.

IS

PROCEDURE
BEING
Quality Control Policies and
Procedures Questionnaire

1.

FOLLOWED

YES NO

REMARKS

REF.

Suggested Review Program Steps

Has the firm established the qualifi
cations deemed necessary for the
various levels of responsibility
within the firm?
a.

Are descriptions prepared of the
responsibilities at each level,
expected performance, and the
qualifications necessary for ad
vancement to the level, including:
(i)
(ii)

b.

(i)
(ii)
(iii)

(iv)

[C
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(v)

c.

*

Review job level descriptions for their appropriate
ness. Consider the responsbilities delegated, ex
pected performance and the qualifications necessary
for advancement to each level.

Titles and related respon
sibilities?

The amount of experience
generally required for ad
vancement to the succeeding
level?

Are criteria identified which
will be considered in evaluating
individual performance and ex
pected proficiency? For example:

Determine criteria used in evaluating individual per
formance and expected proficiency. Consider its
applicability.

Technical knowledge.

Analytical and judgmental
abilities.
Communicative skills.
Leadership and training
skills.

Client relations.

(vi)

Personal attitude and pro
fessional bearing (charac
ter, intelligence, judgment
and motivation).

(vii)

Possession of a CPA certi
ficate for advancement to
a supervisory position.

Is a personnel manual or other
means used to communicate ad
vancement policies and procedures
to personnel?

G-1

Review personnel manual contents relating to advancement
policies and procedures. Determine the method of
communication if manuals are not used.

YES NO N/A

EXTENT OF TESTING___________ __________ FINDINGS

IS
PROCEDURE
BEING

Quality Control Policies and
Procedures Questionnaire
d.

FOLLOWED
REMARKS

REF.

Suggested Review Program Steps

*
Evaluate the adequacy of these procedures as supple
mentary to or substitute for other procedures in
this section.

Describe other procedures, if
any, used to implement the above
policy.

YES NO
2.

Does the firm evaluate the performance
of personnel, periodically advise per
sonnel of their progress, and maintain
personnel files containing documenta
tion relating to the evaluation pro
cess?

R
[
C

*

Is information on performance of
personnel gathered and evaluated?
(i)

Are evaluation responsibil
ities and requirements iden
tified at each professional
level, including identifica
tion of who will prepare
evaluations and when they
will be prepared?

Determine if evaluation responsibilities and require
ments at each professional level are identified.

(ii)

Are personnel instructed on
the objectives of personnel
evaluation?

Determine how personnel are informed of the objectives
of personnel evaluation.

(iii)

Are forms utilized, which
may be standardized, for
evaluating performance of
personnel?

Determine how personnel performance information is
acquired and evaluated. Review personnel files for
compliance.

(iv)

Are evaluations reviewed
with the individual being
evaluated?

Review the completed evaluation forms for indications
of compliance with firm procedures requiring that:
(a) evaluations are reviewed with the individual being
reviewed, (b) evaluations are being reviewed by the
evaluator's supervisor, (c) evaluations are completed
on a timely basis and (d) evaluations are reviewed
to determine that individuals worked for and were
evaluated by different persons to the extent practical

(v)

Is it required that evalua
tions be reviewed by the
evaluator's superior?

(see item 2a (iv) above)

(vi)

Are evaluations reviewed to
determine that individuals
worked for and were eval
uated by different persons?

(see item 2a (iv) above)
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a.

G-2

YES NO N/A

EXTENT OF TESTING

FINDINGS

IS

Quality Control Policies and
Procedures Questionnaire
(vii)

b.

Is it determined that evalua
tions are completed on a
timely basis?

Are personnel periodically coun
seled as to their progress and
career opportunities?

(i)

Do personnel periodically
receive a review and evalua
tion of their performance
including an assessment of
their progress with the firm

(a)

Performance.

(b)

Future objectives of
the firm and the in
dividual .

(c)

Assignment preferences.

(d)

Career opportunities.

*

REMARKS

REF.

Suggested Review Program Steps

Interview selected personnel to determine that they
are periodically advised of their progress and their
evaluations are reviewed with them.

(iii)

Does the system of personnel
evaluation and counseling
receive periodic reviews to
ascertain that:

Determine the method by which the firm monitors its
system of personnel evaluation and counseling. Con
sider the appropriateness of the method. Evaluate
the results of the monitoring process.

(b)

Requirements establish
ed for advancement are
being achieved?

(c)

Personnel decisions
are consistent with
evaluations?

FINDINGS

Review the personnel files to determine if the staff
members are periodically reviewed and evaluated.
Determine if there are indications that consideration
was given to (a) an assessment of their progress with
the firm, (b) performance during the period, (c) the
firm and the objectives of the firm and the individual,
(d) assignment preferences, and (e) career opportuni
ties.

Ascertain and evaluate the effectiveness of the method
by which partners are evaluated to determine if they
continue to fulfill their responsibilities. Consider
interviews of selected partners to assist in evaluat
ing the effectiveness of this method.

Procedures for evalua
tion and documentation
are being followed on
a timely basis?

EXTENT OF TESTING

Determine the methods by which personnel are reviewed
and evaluated on their performance and progress with
the firm. Consider the appropriateness of the methods.

Are the partners periodi
cally evaluated by means of
counseling, peer evaluation
or self appraisal, as ap
propriate, as to whether
they continue to have the
qualifications to fulfill
their responsibilities?

(a)

YES NO N/A

G-3

(see item 2a (iv) above)

(ii)

-

[CR 107]

Considerations should in
clude the following:

PROCEDURE
BEING
FOLLOWED

x

IS
PROCEDURE
BEING
FOLLOWED

Quality Control Policies and
Procedures Questionnaire

REMARKS

REF.

Suggested Review Program Steps

*

(d)
c.

Evaluate the adequacy of these procedures as supple
mentary to or substitute for other procedures in this
section.

Describe other procedures, if any,
used to implement the above pol
icy.

Does the firm assign responsibility
for making advancement decisions?

*

Determine who is responsible for making advancement
and termination decisions, conducting evaluation inter
views with persons considered for advancement, docu
menting the results of the interviews and monitoring
appropriate records. Consider if such person(s) posi
tion in the firm is commensurate with that responsibil
ity and interview such person(s) to determine that the
responsibility is appropriately carried out.

a.

Is responsibility assigned to
designated persons for making
advancement and termination de
cisions, conducting evaluation
interviews with persons consid
ered for advancement, documenting
the results of the interviews,
and maintaining appropriate rec
ords?

b.

Is the data obtained evaluated,
and in advancement decisions is
appropriate recognition given
to the quality of the work per
formed?

Review the personnel files for indication that the
data accumulated was evaluated and that appropriate
recognition was given, in advancement decisions, to
the quality of the work performed.

c.

Is the firm's advancement exper
ience studied periodically to
ascertain whether individuals
meeting stated criteria are as
signed increased degrees of
responsibility?

Evaluate the results of firm reviews of its advance
ment experience conducted to ascertain whether indivi
duals meeting stated criteria are assigned increased
degrees of responsibility.

d.

Describe other procedures, if
any, used to implement the above
policy.

Evaluate the adequacy of these procedures as supple
mentary to or substitute for other procedures in this
sect ion.

[CR- 109]

3.

Recognition is given to
outstanding performance?

Prepared by

YES NO N/A

G-4

EXTENT OF TESTING

FINDINGS

G-5

REVIEW TEAM MEMBER___________________________________________________

ADVANCEMENT

REVIEW TEAM CAPTAIN__________________________________________________

[ C R -ill]

Conclusions

1.

Do the firm's procedures appear to be
appropriately comprehensive and suitably
designed for the firm?

2.

Are the procedures adequately documented?

3.

Are they communicated to professional
personnel?

4.

Here they complied with during the period?

5.

Is there reasonable assurance that the
firm conforms with the standards of the
profession for member firms?

6.

Have the conclusions reached in this section
been related to the results of engagement
reviews?

7.

Have you prepared a "Matter For Further
Consideration" form for each item which, in
your opinion, might affect the report of
the review team or which should be commu
nicated to the reviewed firm as a matter
that may require corrective action?

8.

Have you prepared a list of suggestions for
improvements in the firm's quality control
policies and procedures which do not require
corrective action?

Yes

No

Explanation of "No" Answer

H

Acceptance &
Continuance

- H ACCEPTANCE AND CONTINUANCE OF CLIENTS

[CR- 11 3]

A member firm should establish policies and procedures for
deciding whether to accept or continue a client in order to
minimize the likelihood of association with a client whose
management lacks integrity.
The firm does not vouch for the
integrity or reliability of a client, nor does it have a duty
to anyone but itself with respect to the acceptance, rejection,
or retention of clients.
However, the firm should consider
that the reputation of a client’s management could reflect on
the reliability of representations and accounting records and
on the firm’s own reputation.
In making decisions to accept or
continue a client, a firm should also consider its own inde
pendence and its ability to service a client properly with par
ticular reference to industry expertise, size of engagement,
and manpower available to staff the engagement.

Quality Control Policies and
Procedures Questionnaire

1.

Has the firm established procedures
for evaluation of prospective clients
and for their approval as clients?

[CR-115]

a.

Are evaluation procedures, such
as the following, employed before
accepting a client:

(i)

Obtaining and reviewing
available financial infor
mation regarding the pros
pective client, such as
annual reports, interim
financial statements, reg
istration statements, Forms
10-K, other reports to reg
ulatory agencies, and income
tax returns?

(ii)

Inquiring of third parties
as to any information re
garding the prospective
client and its management
and principals which may
have a bearing on evaluating
the prospective client?
(Inquiries may be directed
to the prospective client's
bankers, legal counsel, in
vestment banker, under
writer, and others in the
financial or business com
munity who may have such
knowledge. Credit reports
may also be useful.)

(iii)

Communicating with prede
cessor auditor as required
by auditing standards?
(Inquiries should include
questions regarding facts
that might bear on the in
tegrity of management; on
disagreements with manage
ment as to accounting prin
ciples, auditing procedures,
or other similarly signifi
cant matters; and on the
predecessor's understanding
as to the reasons for the
change of auditors.)

IS
PROCEDURE
BEING
FOLLOWED

YES NO

REMARKS

REF

Suggested Review Program Steps

*

Review the firm's policies and procedures and compare
them to professional requirements.
(see also Engagement Review Item 1)

YES NO N/A

H-1

EXTENT OF TESTING

FINDINGS

IS
PROCEDURE
BEING
FOLLOWED

Quality Control Policies and
Procedures Questionnaire

REMARKS

REF.

Suggested Review Program Steps

*
(iv) Considering circumstances
which would cause the firm
to regard the engagement as
one requiring special atten
tion or presenting unusual
risks?

[CR-117]

b.

c.

(v)

Evaluating the firm's inde
pendence and ability to
service the prospective
client? (In evaluating a
firm's ability, considera
tion should be given to
needs for technical skills,
knowledge of the industry,
and personnel.)

(vi)

Determining that acceptance
of the client would not
violate applicable regula
tory agency requirements
and the codes of profession
al ethics of the AICPA or
a state CPA society?

Is an individual or group desig
nated, at appropriate management
levels, to evaluate the informa
tion obtained regarding the pros
pective client and make the ac
ceptance decision?

Determine who is charged with the responsibility of
making acceptance decisions. Determine if such
person(s) position in the firm is commensurate with
that responsibility.

(i)

Is consideration given to
the types of engagements
that the firm would not ac
cept or which would be ac
cepted only under certain
conditions?

Determine if consideration is given to the types of
engagements that the firm would not accept or which
would be accepted only under certain conditions.
Consider the appropriateness of such policies.

(ii)

Is there provision for docu
mentation of the conclusion
reached?

Review the documentation for a sample of accepted
clients. Determine if there is conformity with the
firm's requirements and professional standards.

Are appropriate personnel in
formed of the firm's policies
and procedures for accepting
clients?

Determine which levels of personnel are informed of
the firm's policies and procedures for accepting
clients. Determine if the people being informed are
the ones who need to have knowledge of the firm's
policies and procedures for accepting clients.

YES NO N/A

H-2

EXTENT OF TESTING

FINDINGS

- IS
PROCEDURE
BEING
FOLLOWED

Quality Control Policies and
Procedures Questionnaire

REMARKS

REF.

Suggested Review Program Steps

*

d.

Is responsibility designated for
administering and monitoring com
pliance with the firm's policies
and procedures for acceptance of
clients?

e.

Describe other procedures, if any
used to implement the above
policy.

Determine who is responsible for administering and
monitoring compliance with the firm's policies and
procedures for acceptance of clients. Determine if
such person(s) position in the firm is commensurate
with that responsibility. Evaluate the results of
the firm's review.
Evaluate the adequacy of these procedures as supple
mentary to or substitute for other procedures in
this section.

YES NO

2

Does the firm have procedures for
evaluation of clients at the end of
specific periods or upon the occur
rence of specified events to determine
whether the relationships should be
continued?
a.

Are conditions specified which
require evaluation of a client to
determine whether the relation
ship should be continued?

Conditions could include:
(i)

[CR-119]

(ii)

The expiration of a time
period.

A significant change since
the last evaluation, in
cluding a major change in
one or more of the following
(a)

Management

(b)

Directors

(c)

Ownership

(d)

Legal Counsel

(e)

Financial condition

(f)

Litigation status

(g)

Nature of the client's
business

(h)

Scope of the engagement

*

Determine what conditions would require evaluation of
a client to determine whether the relationship should
be continued. Consider the appropriateness of such
conditions.
(see also Engagement Review Item 1)

YES NO N/A

H-3

EXTENT OF TESTING

FINDINGS

IS
PROCEDURE
BEING

H-4

FOLLOWED

Quality Control Policies and
Procedures Questionnaire
(iii)

b.

REMARKS

*

REF.

Suggested Review Program Steps

The existence of conditions
which would have caused the
firm to reject a client had
such conditions existed at
the time of the initial ac
ceptance .

Is an individual or group, desig
nated at appropriate management
levels, to evaluate the informa
tion obtained and to make con
tinuance decisions?

Determine who is charged with the responsibility of
making that continuance decision. Determine if such
person(s) position in the firm is comnensurate with
the responsibility.

[CR-121]

Does the designated individual or
group:

(i)

Consider types of engage
ments that the firm would
not continue or which would
be continued only under
certain conditions?

Determine if consideration is given to the types of
engagements that the firm would not continue or which
would be continued only under certain conditions.
Consider the appropriateness of such policies.

(ii)

Provide for documentation
of the conclusion reached?

Review the files documenting the conclusions reached.
Determine if there is conformity with the firm’s re
quirements and professional standards.

c.

Are appropriate personnel in
formed of the firm's policies
and procedures for continuing
clients?

Determine which levels of personnel are informed of
the firm's policies and procedures for continuing
clients. Determine if the people being informed are
the ones who need to have knowledge of the firm's
policies and procedures for continuing clients.

d.

Is responsibility designated for
administering and monitoring com
pliance with the firm's policies
and procedures for continuance
of clients?

Determine who is responsible for administering and
monitoring compliance with the firm's policies and
procedures for continuance of clients. Determine if
such person(s) position in the firm is commensurate
with that responsibility. Evaluate the results of
the firm's review.

e.

Describe other procedures, if
any, used to implement the above
policy.

Evaluate the adequacy of these procedures as supple
mentary to or substitute for other procedures in
this section.

Prepared by

YES NO N/A

EXTENT OF TESTING

FINDINGS

H-5

ACCEPTANCE AND CONTINUANCE OF CLIENTS

REVIEW TEAM MEMBER

REVIEW TEAM CAPTAIN
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Conclusions

1.

Do the firm’s procedures appear to be
appropriately comprehensive and suitably
designed for the firm?

2.

Are the procedures adequately documented?

3.

Are they communicated to professional
personnel?

4.

Were they complied with during the period?

5.

Is there reasonable assurance that the
firm conforms with the standards of the
profession for member firms?

6.

Have the conclusions reached in this section
been related to the results of engagement
reviews?

7.

Have you prepared a "Matter For Further
Consideration" form for each item which, in
your opinion, might affect the report of
the review team or which should be commu
nicated to the reviewed firm as a matter
that may require corrective action?

8.

Have you prepared a list of suggestions for
improvements in the firm's quality control
policies and procedures which do not require
corrective action?

Yes

No

Explanation of "No" Answer

H-6

ENGAGEMENT REVIEW ITEMS
Questions Relating to Acceptance and Continuance
Included in the Checklist for Review of Audit Engagements

[CR-125 ]

1.

Does it appear that the firm’s guidelines for acceptance
and continuance of clients were complied with?
(la and 2a)

NOTE:

Parenthetic references are to policies and procedures
identified in A Guide to Implement the Voluntary Quality
Control Review Program for CPA Firms—Quality Control
Policies and Procedures for Participating CPA Firms.

I

Inspection

- I INSPECTION

[CR-127]

A member firm should establish policies and procedures for
inspection to provide reasonable assurance that the other
procedures designed to maintain the quality of the firm’s
accounting and auditing practice are being effectively applied
A firm’s inspection policies and procedures should be related
to the nature and extent of controls and monitoring procedures
established for the other elements of quality control. While
the inspection function is normally performed by the firm’s
personnel, procedures for inspection may be developed and per
formed by persons other than the firm’s personnel acting on
behalf of the firm’s management.

Quality Control Policies and
Procedures Questionnaire

IS
PROCEDURE
BEING
FOLLOWED

YES NO

REMARKS

REF.

Suggested Review Program Steps

Has the firm defined the scope and
content of its inspection program?
a.

Has the firm determined the in
spection procedures necessary to
provide reasonable assurance
that the firm's other quality
control policies and procedures
are operating effectively by:
(i)

(ii)

*

Determining objectives and
preparing instructions and
review programs for use in
conducting inspection ac
tivities?

Review the programs, checklists, and instructions
related to the inspection policies and procedures
and evaluate whether the design and content of the
inspection procedures is sufficient to enable the
inspection reviewers to evaluate the firm's compli
ance with other quality control policies and proce
dures.

Providing guidelines for
the extent of work at prac
tice units, functions, or
departments, and criteria
for selection of engagements
for review?

Evaluate the adequacy of the scope of the inspection
policies and procedures. Is appropriate considera
tion and coverage given to:

- the other elements of quality control,
- the firm's offices, departments, etc.,

- the firm's personnel involved in the
accounting and auditing practice,
- specialized industries,
- specialized accounting and auditing areas and,

- size and ownership characteristics of clients.

[CR-129]

(iii)

(iv)

b.

Establishing the frequency
and timing of inspection
activities?

Determine whether sufficient resources, especially
inspection review time and senior management atten
tion, are devoted to inspection.

Are procedures established
to resolve disagreements
which may arise between re
viewers and engagement or
management personnel?

Determine whether the inspection program adequately
provides for the resolution of disagreements between
inspection reviewers and engagement management.

Have qualifications been estab
lished for personnel to parti
cipate in inspection activities
and the method of their selec
tion by:

YES NO N/A

I-1

EXTENT OF TESTING

FINDINGS

IS
PROCEDURE
BEING
FOLLOWED

Quality Control Policies and
Procedures Questionnaire

REMARKS

REF.

Suggested Review Program Steps

*

c.

(i)

Determining criteria for
selecting reviewers, in
cluding levels of respon
sibility in the firm and
requirements for special
ized knowledge?

Review the criteria established for selection of
inspection reviewers to determine whether the re
viewers have sufficient training and experience to
evaluate the effectiveness of the firm's compliance
with its quality control policies and procedures,
including specialized accounting and auditing areas.

(ii)

Assigning responsibility
for selecting inspection
personnel?

Review the selection criteria and the assignment of
reviewers to offices to determine whether inspection
reviewers are independent of the quality control
functions or audit engagements they are to review,
and that the level of the reviewers in the firm is
commensurated with their review responsibilities.

Are inspection activities con
ducted at practice units, func
tions or departments?
Do they include:

(i)

Reviewing and testing
compliance with applicable
firm quality control pol
icies and procedures?

Review the results of the application of the inspec
tion policies and procedures (on a test basis if the
documentation is voluminous) to the departments,
offices and audit engagements of the participating
firm to determine whether

- the inspection coverage was sufficient to support
the conclusions reached,
- the criteria or guidelines for selection of
reviewers, and selection of offices and audit
engagements for review were properly applied,

- the inspection instructions programs, checklists,
and documentation standards were appropriately
applied,
- there are any patterns or trends of quality con
trol compliance deviations throughout the firm,
and are these patterns consistent with those
detected by the compliance review.

[CR-/5/]

If the documentation of the results of the previous
year's inspection is available, determine if correct
ive actions were taken.

(ii)

Reviewing selected engage
ments for compliance with
professional standards,
including generally accep
ted auditing standards,
generally accepted account
ing principles, and with
the firm's quality control
policies and procedures?

YES NO N/A

I-2

EXTENT OF TESTING

FINDINGS

IS

I -3

PROCEDURE
BEING

FOLLOWED

Quality Control Policies and
Procedures Questionnaire

REMARKS

REF.

Suggested Review Program Steps

*
d.

Evaluate the adequacy of these procedures as supple
mentary to or substitute for other procedures in
this section.

Describe other procedures, if
any, used to implement the
above policy.
YES NO

Does the firm provide for reporting
inspection findings to the appro
priate management levels and for
monitoring actions taken or planned?

*

Review and evaluate the documentation standards for
the inspection program to evaluate whether these
standards provide for sufficient documentation of
(i) the application of the inspection policies and
procedures, (ii) the resolution of disagreements
between inspection reviewers and engagement manage
ment, (iii) the conclusions reached by the inspection
reviewers regarding the effectiveness of the function
ing of the firm's other quality control policies and
procedures, and (iv) communication of findings to
firm management and monitoring of corrective action.

a.

Are the inspection findings on
engagements reviewed discussed
with engagement management
personnel?

b.

Are inspection findings of
practice units, functions, or
departments reviewed discussed
with appropriate management
personnel?

c.

Are inspection findings and
recommendations reported to
firm management together with
corrective actions taken or
planned?

d.

Is there follow-up to determine
that planned corrective actions
were taken?

If the information is available, determine whether
there has been effective follow-up of corrective
action recommended as a result of the inspection
program. If not available, evaluate procedures that
would be followed.

e.

Describe other procedures, if
any, used to implement the
above policy.

Evaluate the adequacy of these procedures as supple
mentary to or substitute for other procedures in
this section.

Review the results of the application of the inspect
ion policies and procedures of the current period to
determine whether these documentation standards have
been complied with. If the results from the previous
period are available, determine if corrective actions
were taken.

-

[C
R 133]

2.

Prepared by

YES NO N/A

EXTENT OF TESTING

FINDINGS

I-4

INSPECTION

REVIEW TEAM MEMBER
REVIEW TEAM CAPTAIN

[C
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Conclusions

\

1.

Do the firm's procedures appear to be
appropriately comprehensive and suitably
designed for the firm?

2.

Are the procedures adequately documented?

3.

Are they communicated to professional
personnel?

4.

Were they complied with during the period?

5.

Is there reasonable assurance that the
firm conforms with the standards of the
profession for member firms?

6.

Have the conclusions reached in this section
been related to the results of engagement
reviews ?

7.

Have you prepared a "Matter For Further
Consideration" form for each item which, in
your opinion, might affect the report of
the review team or which should be commu
nicated to the reviewed firm as a matter
that may require corrective action?

8.

Have you prepared a list of suggestions for
improvements in the firm's quality control
policies and procedures which do not require
corrective action?

Yes

No

Explanation of "No" Answer

J

Membership
Requirements

i

- J MEMBERSHIP REQUIREMENTS

[CR-137]

The Council of the AICPA, in establishing the SEC Practice
Section of the AICPA Division For CPA Firms, has also estab
lished certain membership requirements for member firms of
the Section.
A member firm should establish policies and
procedures to provide reasonable assurance that the firm is
in compliance with these membership requirements.

- IS

J-1

PROCEDURE
BEING
FOLLOWED
REF

Membership Requirements Questionnaire

Suggested Review Program Steps

(Note: The item numbers listed herein
correspond to those indicated in para
graph IV (Membership) of the document
titled "Organizational Structure and
Functions of the SEC Practice Section
of the AICPA Division for CPA Firms")

1.

Eligibility and admission of
members.

2.

Termination of members.

None required

YES NO

3. (a)

None required

Are a majority of members of the
firm CPAs and are all proprietors,
shareholders or partners of the
firm resident in the United States
who are qualified for AICPA member
ship, members of the AICPA?

Review files documenting such memberships. Consider
request for confirmation of memberships directly from
the Section staff of the AICPA.

Can the firm legally engage in
the practice of public accounting?

Inquire as to the existence of present or pending
matters which might affect the ability of the firm to
legally engage in such practice.

Does the firm adhere to quality
control standards established by
the AICPA Quality Control Standards
Committee?

3.(c)

Requirement that the firm submit
to peer reviews of its accounting
and audit practice every three
years or at such additional time
as designated by the Executive
Committee of the SEC Practice
Section.

None required

3.(d)

Requirement that the firm conform
to established continuing pro
fessional education policies.

See "Professional Development" Section F of the Com
pliance Review Program.

3.(e)

Requirement that the firm have
procedures in effect, within the
appropriate time limits, for ro
tation of partners on SEC engage
ments.

See "Supervision" Section D of the Compliance Review
Program and Engagement Review Item 1

3.(f)

Requirement for the firm to have
a concurring review of the audit
report by a partner other than
the audit partner in charge of an
SEC engagement before issuance
of an audit report on the finan
cial statements of an SEC regis
trant .

See "Supervision" Section D of the Compliance Review
Program and Engagement Review Item 2.

[CR- 139]

3.(b)

None required

YES NO N/A

EXTENT OF TESTING

FINDINGS

IS
J-2

PROCEDURE
BEING
FOLLOWED

Membership Requirements Questionnaire

YES NO________ REMARKS_________________________ REF.

Suggested Review Program steps

3.(g)

Has the firm filed with the Section
for each fiscal year, the informa
tion required in the twelve cate
gories listed in this paragraph
3.(g)?

Review copies of the information findings for adequacy
of disclosure with respect to the twelve categories.

3.(h)

Does the firm have in effect such
minimum amounts and types of ac
countants' liability insurance as
provided by the Executive Committee?

Review insurance policies for compliance with require
ments established by the Executive Committee. Consider
confirmation with insurance carriers.

3.(i)

In determining the scope of manage
ment advisory services, does the
firm place primary emphasis on ac
counting and financial related
areas?

Review, if available, material developed by the firm
for internal or external distribution, describing the
scope of their management advisory services.

[C R - 14 1]

Review procedures in effect to implement compliance
with this requirement.
Does the firm refrain from perform
ing management advisory service
engagements for audit clients whose
securities are registered with the
SEC, which are proscribed in this
paragraph 3.(i) and in Appendix A.

Interview supervisory personnel in the management service
department as to their understanding of the scope of
the firm's services in that area. See Engagement Review
Item 3.

3.(j)

Does the firm have a procedure for
reporting to the Audit Committee
or Board of Directors (or its
equivalent in a partnership) of
each SEC audit client of the total
fees received from the client for
management advisory services dur
ing the year under audit and a
description of the types of such
services rendered?

Review documentation of such procedure and such reports,
if any have been made. See Engagement Review Item 3.

3.(k)

Does the firm have a procedure for
reporting to the Audit Committee
or Board of Directors (or its
equivalent in a partnership) of
each SEC audit client on the
nature of disagreements with the
management of the client on finan
cial accounting and reporting
matters and auditing procedures
which, if not satisfactority re
solved, would have caused the is
suance of a qualified opinion on
the client's financial statements?

Review documentation of such procedures and such report,
if any has been made. See Engagement Review Item 4.

YES NO N/A

EXTENT OF TESTING

FINDINGS

IS
PROCEDURE
BEING
FOLLOWED
Membership Requirements Questionnaire

Has the firm paid its dues to the
Section?

[CR-143 ]

3.(1)

Prepared by

YES NO

REMARKS

REF.

Suggested Review Program Steps

Consider request for confirmation from the Section
staff of the AICPA.

YES NO N/A

J-3

EXTENT OF TESTING

FINDINGS

J-4

REVIEW TEAM MEMBER___________________________________________________

MEMBERSHIP REQUIREMENTS

REVIEW TEAM CAPTAIN_________________________________________________
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Conclusions

1.

Do the firm's procedures appear to be
appropriately comprehensive and suitably
designed for the firm?

2.

Are the procedures adequately documented?

3.

Are they communicated to professional
personnel?

4.

Were they complied with during the period?

5.

Is there reasonable assurance that the
firm conforms with the membership requirements?

6.

Have the conclusions reached in this section
been related to the results of engagement
reviews ?

7.

Have you prepared a "Matter For Further
Consideration" form for each item which, in
your opinion, might affect the report of
the review team or which should be commu
nicated to the reviewed firm as a matter
that may require corrective action?

8.

Have you prepared a list of suggestions for
improvements in the firm's quality control
policies and procedures which do not require
corrective action?

Yes

No

Explanation of "No" Answer

J-5
ENGAGEMENT REVIEW ITEMS
Questions Relating to Membership Requirements
Included in the Checklist for Review of Audit Engagements

1.

Has there been rotation of the audit partner in charge
of the engagement in conformity with the requirements
of the SEC Practice Section?

2.

Was a concurring review of the audit report by a partner
other than the audit partner in charge of the engagement
conducted prior to the issuance of the report, in
conformity with requirements of the SEC Practice Section?

3.

If management advisory services were performed during
the year under audit, was the firm in compliance with
the Section’s requirements:

[CR- 147]

4.

a.

proscribing the performance of certain
management advisory services?

b.

requiring an annual report to the audit
committee or board of directors of the
client, describing the types of such
services rendered and the amount of the
related fees received?

Was the nature of disagreements, if any, with the manage
ment of the client on financial accounting and reporting
matters and auditing procedures which, if not satisfactorily
resolved, would have caused the issuance of a qualified
opinion reported to the audit committee or board of
directors of the client in conformity with the Section’s
requirements ?

Engagem ent Checklist Instructions

AICPA DIVISION FOR CPA FIRMS
SEC PRACTICE SECTION

Instructions, for Use of Checklists for Review of
Audit and Unaudited Engagements

OBJECTIVES OF THE REVIEW
The objectives of the review of engagements are to

evaluate (1) whether there has been compliance by the reviewed
firm with its quality control policies and procedures and the

standards of the profession and (2) whether the quality control
policies adopted and procedures established by the reviewed
firm are appropriately comprehensive and suitably designed for
its accounting and auditing practice.

To the extent necessary

to achieve these objectives, the review of engagements should
include review of financial statements, accountants’ reports,

working papers and correspondence, and should include discussions

with professional personnel of the reviewed firm.

To protect

the confidentiality of individual clients, they should not be

identified by name on these checklists, but should be identified
by code number only.

The review is focused on the audit practice of the firm

[IC-1]

and on accounting services which result in association of the

firm’s name with unaudited financial statements.

The tax

practice and the management consulting practice are not
included in the scope of the review, except as they directly
support the auditing and accounting practice or relate to the

Section's membership requirements.

For example, this support

could be provided in the review of income tax accounts by

specialists or by assistance in EDP internal control reviews
by management consultants.

2

Since, in most cases the engagement personnel will not
be responsible for establishing firm policies, the reviewer
should not challenge firm policies in discussions with engage

ment personnel.

If the engagement reviews develop any questions

or observations regarding the comprehensiveness or suitability

of the firm’s policies and procedures, these matters should
be discussed with the review team captain.

ENGAGEMENT REVIEW TECHNIQUE
Background information about an engagement should be

obtained by discussion with the engagement partner and by
reading the engagement profile sheet (which ordinarily would

be completed by the reviewed firm prior to commencement of the

review), the primary financial statements and any program
sections, memoranda or other working papers describing the
company and its business, the firm’s audit approach and problem

areas.

Work is most efficiently completed by first reviewing

the ’’top files,” program sections, correspondence files, con
solidation and key audit areas and then completing the engage

ment review checklist.

Then any unanswered questions on the

ment files.
APPROACH TO THE REVIEW

The review should give primary emphasis to the reviewed

firm’s overall approach to the engagement, rather than the

specific procedures performed.

The engagement review checklists

(which can be used for most audit and unaudited engagements)
contain the following sections:

I
C
2
]

[

checklist can be completed by additional reference to the engage

3

1.

The first section of each checklist contains

questions concerning the functional areas of

a firm’s quality control system.

These questions

are based on the typical policies and procedures

which might be established by a firm.

Since all

policies and procedures included in these ques
tions will not be adopted by all firms, before

the engagement reviews are conducted, the review

team captain should determine if modifications
to the checklists are necessary to fit the

policies and procedures adopted by the firm
being reviewed, as detailed in the completed

"Compliance Review Program” document.

This

section would be completed in connection with

each engagement reviewed; the answers will be used
along with the data obtained in the ’’Compliance
Review Program” to evaluate the functional areas.

2.

The second section of each checklist contains

[/C-5]

questions concerning general procedures which

should normally be performed on an engagement.
This section would also be completed for each
engagement reviewed.

3.

The third section of each checklist contains

questions on the accountants’ report and the

accompanying financial statements and footnotes.
This section of the checklist would be completed

4

for most engagement reviews.

However, on peer

reviews of larger firms where a large number of
engagement reviews are performed, this section

may not have to be completed for each engagement.
This may be the case, for example, if the firm has
its own GAAP checklist and if the adequacy and use

of the firm’s checklist is tested.

This section of the audit engagement questionnaire
also includes a separate list of questions to be

answered if the engagement involves the filing of
reports with the SEC.

In order to answer these

questions concerning SEC requirements, it may be
necessary for the reviewer to refer to an SEC
disclosure checklist.

4.

The fourth section included in the audit engage

ment checklist contains questions relating to

specific audit areas.

Although it might not be

necessary to answer all of these questions for

used for guidance as to the type of questions to
be considered in the review of audit procedures

performed (also see "Emphasis on Key Audit Areas").
The checklists were developed for use in reviewing engage

ments of "for-profit" companies and probably will require

extensive modification or supplementation if applied to

VC-4]

each audit engagement reviewed, they should be

5

engagements of "not-for-profit” organizations and companies
in specialized industries (e.g., insurance, construction
and finance companies).

Generally, a "no" answer to a question indicates possible
noncompliance with a firm policy and/or with professional
standards.

It will normally be necessary to comment on "no"

answers, especially where comments are requested in the check

list or an unusual situation

exists.

Comments should be

written on the standardized comment sheets provided and
should be cross-referenced with the checklists.

All "no"

answers should be reviewed with the engagement partner to

obtain his agreement or to note his disagreement and reasons
for disagreement.
Except where specifically requested, it is not necessary

to document the work which the reviewer performed to form an

opinion on each question.

The answer to the question and the

signing of the checklist indicate that the reviewer has

completed the necessary testing through reading of documents

[/C-5]

or discussions with firm personnel to answer the question.

Naturally, when documentary evidence is available it should
be reviewed and discussions with personnel should be used only

for background purposes, to clarify points or to provide satis
faction when documentation is not available.

On individual engagements, reports other than on basic finan

cial statements (special reports, limited reviews, loan agreement
compliance letters, unaudited interim statements, etc.) may

6

have been issued during the period under review.

If such

reports have been issued or if separate financial statements
have been issued on subisdiaries, the team captain should be

consulted regarding the amount of work to be done in these
areas on each engagement.

For those situations in which engagements selected in the

practice office reviewed include use of the work (domestic or
international), of another office, correspondent, or affiliate,

the reviewer would normally limit the review to the portion
of the engagement performed by the selected practice office.

The review, however, should include the instructions for the
engagement issued by the reviewed office of the firm to the

other office, correspondent, or affiliate.

In addition, the

review should encompass the procedures by which the reviewed

office maintains control over the engagement through:

1.

Supervision (including visits by the firm’s
supervisory personnel to other locations).

Review of the work performed by others.

3.

Follow up of open matters.

VC-6]

2.

EMPHASIS ON KEY AUDIT AREAS
The depth of review of working papers for particular

engagements is left to the judgment of the reviewers; however,

the review is directed primarily to key areas of the engagement
Thus, a page-by-page review of all working papers is not
contemplated, but certain key areas of the examination will

be reviewed in more detail than others.

Points to consider

in the determination of key areas include:

7

1.

Key areas in the client’s industry (e.g. revenue

recognition for construction companies, inventory

and accounts receivable for manufacturing and
retail concerns; policy reserves for insurance

companies; or loan loss reserves for financial
institutions).

2.

Key areas noted during the review of the financial

statements and discussions with engagement personnel
(e.g. audit review of loan defaults for companies

in financial difficulty or follow-up of litigation

matters).
3.

Key areas identified by the firm in planning or
conducting the engagement.

4.

Recent accounting and auditing developments

and pronouncements.

5.

Weaknesses noted in other engagements reviewed.

6.

Weaknesses noted by the firm during its inspec

t/C-7]

tion program.
The selection of key areas of the engagement should be
directed toward maximizing the effectiveness of the review, as

well as determining the extent to which the firm's personnel

recognized key areas of their engagement.

8

No definitive guidance can be provided as to the depth

of review to be given to these key areas, but the reviewer

should satisfy himself as to the conduct of the engagement
in these areas.
EXPANSION OF SCOPE

In certain cases, the results of the initial work may

indicate that an expansion of the scope of the review of the
engagement is necessary because the initial results of the
review are inconclusive.

If this occurs, the review team

captain should be promptly consulted and a decision should

be made if additional work is required in order to meet the

objectives of the review.

However, if the initial results

provide indications of significant failures by the reviewed

firm to reach appropriate auditing and reporting conclusions,
this should be reported by the team captain to the reviewed

firm for follow up.

(See Standards For Performing and Reporting

on Quality Control Compliance Reviews for additional guidance.)

FINDINGS AND CONCLUSIONS

During the course of, or at the completion of, the review

of an engagement(s), a reviewer’s findings and conclusions may
disclose matters which, in his opinion, could represent sig

nificant deficiencies in the reviewed firm’s quality control pol
icies and procedures or significant lack of compliance therewith

I
C
8
]

the review of the engagement.

[

The ’’conclusion” page should be completed to summarize

9

and which might affect the report of the review team.

The

review may also disclose other matters which, in the reviewer’s

opinion, should be communicated to the reviewed firm as

matters that may require corrective action.

A form has been

provided for documentation of such items, captioned "Matter

For Further Consideration” which would include a statement of
the facts, the reviewed firm's comments thereon and the resolu
tion of the matter.

The form is to be signed in the places

indicated by the reviewer, the team captain and an appropriate

partner in the reviewed firm.

The team captain is to evaluate

the substance of the matters described and their resolutions

and is to decide if, individually or collectively, they should

affect the report of the review team or should result in
communication to the reviewed firm as a matter that may require
corrective action.

To the extent that there are disagreements

or differences in opinion between the reviewed firm and the

review team members, with respect to the interpretation or
effect of such matters, there should be consultation with the

[

I
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team captain .

The results of such consultation should also be

documented on the form.
The reviewer should also consider matters which, in his
opinion, should be communicated to the reviewed firm as

suggestions for improvement in the firm’s policies and proce
dures which do not require corrective action.

These suggestions

10

should be summarized by the team captain, in whatever manner
is most convenient, for communication to the appropriate
partner(s) in the reviewed firm.
SUMMARY CHECKLISTS

At the completion of the engagement reviews, summary

checklists (one for audit and one for unaudited) should be

prepared summarizing the frequency of adverse findings.

The

tabulation should be presented in a manner which indicates the

number of "no" answers to each question on the engagement
review checklists in relation to the number of engagements

reviewed.
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REVIEWER _____________________

MATTER FOR FURTHER CONSIDERATION
FIRM ________________________________

OFFICE ________________________________

FUNCTIONAL AREA OR ENGAGEMENT CODE NUMBER __________________________________

REVIEWER'S DESCRIPTION OF FACTS AND ISSUE (INDICATE RELATED REVIEW PROGRAM
STEP NO.) -

REVIEWED FIRM AGREES WITH THE FACTS?
IF NOT, EXPLAIN -

YES

NO

[IC-11]

REVIEWED FIRM’S COMMENTS ON CIRCUMSTANCES, SIGNIFICANCE OF MATTER, ETC. -

REVIEWED FIRM PARTNER _______________________________ _ DATE ________________

REVIEWER'S ADDITIONAL COMMENTS:

TEAM CAPTAIN'S COMMENTS:

TEAM CAPTAIN

Audit Engagem ent Checklist

AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

DIVISION FOR CPA FIRMS
SEC PRACTICE SECTION

Peer Review Program

CHECKLIST FOR REVIEW OF AUDIT ENGAGEMENTS

(see

separate instructions for use of this checklist)

ENGAGEMENT PROFILE
engagement Code No. ________________________

Office _______________________________ _________

Partner _______________________________________

Date of Financial Statements* _____________

Manager _______________________________________

Date of Report _______________________________

Is This A SEC Audit Client

Date Report Released ________________________

Yes __

No __

The responsibility of this office involves reporting on:
(
(
(
(
(
(
(

)
)
)
)
)
)
)

consolidated financial statements
subsidiary, division or branch
special reports
limited reviews
unaudited interim statements
loan agreement compliance letters
other

Date that last year’s fee was paid _____________________________
Key data reported on by this office for this engagement:

Gross assets
Net assets
Net sales
Net income

$
$
$
$

Major lines of business:

omplex or troublesome audit areas:
C

Hours

on this engagement:

[AE-3]

Total
Partner
Manager (or equivalent)
Other
Total this office

______
______
______
_____

Total budgeted

_____

Prior to
Commencement
of Field Work

During
Field Work

After
Completion of
Field Work

Personnel Continuity:

Partner

Manager
(or equivalent)

Number of years assigned to this job

Number of years in current position on the job

*

To determine the applicability of all cross-referenced pronouncements, their
effective dates should be considered.

LISTING OF KEY AUDIT AREAS SELECTED BY REVIEWER

List below the key audit areas that you, as a reviewer, have selected

for in-depth review.

1.
2.
3.

[AE-4]

******

Date Engagement Review Performed__________________

Reviewer

SEC PRACTICE SECTION

FOR REVIEW OF AUDIT ENGAGEMENTS

CONTENTS

PAGE

SECTION

I. Functional Areas
A.

Independence .........................................................................................................................

1

B.

Assigning Personnel to Engagements ....................................................................

1

C.

Consultation .........................................................................................................................

2

D.

Supervision

.........................................................................................................................

2

E.

Professional Development ............................................................................................

4

F.

Acceptance and Continuance of Clients

..........................................................

4

II. General Procedures ....................................................................................................................

5

III. Financial Statements and Report
A.

Auditor’s Report ...............................................................................................................

7

B.

Financial Statements and Footnotes ....................................................................

8

C.

Reports Filed With The SEC .......................................................................................

17

[A
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IV. Working Paper Areas
A.

Cash ............................................................................................................................................

18

B.

Receivables

.........................................................................................................................

18

C.

Inventories

.........................................................................................................................

19

D.

Investments

.........................................................................................................................

20

E.

Prepaid Expenses, Intangible Assets, Deferred
Charges, etc......................................................................................................................

21

Contents continued ...

PAGE

V.

VI.

F.

Property, Plant and Equipment ..................................................................................

21

G.

Current Liabilities ..........................................................................................................

22

H.

Long-Term Debt

....................................................................................................................

22

I.

Deferred Credits

...............................................................................................................

22

J.

Income Taxes

.........................................................................................................................

22

K.

Commitments and Contingencies ..................................................................................

23

L.

Capital Accounts

...............................................................................................................

23

M.

Income and Expense

..........................................................................................................

24

N.

Other

.......................................................... ............................................................................

24

...........................................................................................................................................

25

Conclusions .......................................................................................................................................

28

Comments

NOTE:

References to AICPA and FASB publications have been updated through
April 1978, (through SAS No. 22 and FASB No. 21.)
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1

I.

FUNCTIONAL AREAS

[AE-71

N/A* YES

A.

Independence

1.

If any evidence was noted during the review which may indicate
a lack of independence (including a lack of objectivity), was
there appropriate reporting or other appropriate disposition?(.

2.

If appropriate, were related nop-client subsidiaries or affili
ates included on prohibited investment listings?
(2c)

3.

If applicable, was timely and appropriate assurance of inde
pendence of other firms engaged to perform segments of the
engagement obtained?
(3)

4.

For continuing engagements, were the fees for the prior year’s
services paid:
(4d)

(a)

For SEC clients—prior to commencement of the
current engagement?

(b)

For non-SEC clients—prior to issuance of the
report for the current engagement?

B.

Assigning Personnel to Engagements

1.

Were staffing requirements identified on a timely basis?

2.

As an indicator of firm’s ability to budget time, does the
budgeted and actual time compare favorably?
(1c)

3.

Is there indication of the partner’s approval of the schedul
ing and staffing of the engagement?
(3a)

4.

Based on staff interviews, review of working papers, etc. does
it appear that there was a proper mix between experience and
training of the engagement personnel in relation to the com
plexity or other requirements of the engagement, and the ex
tent of supervision to be provided?
(3b)

NOTE:

(lb)

Parenthetic references are to policies and procedures
identified in A Guide to Implement the Voluntary Quality
Control Review Program for CPA Firms—Quality Control Poli
cies and Procedures for Participating CPA Firms.

* The N/A column should be used when the item either
does not exist or is not material.

NO

REF.

- 2 -

Consultation

1.

When situations arose in the engagement which, because of firm
policy require consultation, was appropriate consultation made?
(lb)

2.

If the engagement records indicated a difference of opinion be
tween engagement personnel and a specialist or other consultant,
was the difference resolved in accordance with firm policy?

3.

Were the considerations involved in the resolution of the diff
erences of opinion mentioned in item 2 above appropriately
documented? (2d)

4.

Was appropriate documentation prepared for consultation,?

D.

Supervision

1.

Does it appear that audit planning was adequately documented in
the working papers?

2.

Was adequate follow up made to develop reasons for variations
in the audit plan relative to personnel assigned, timing and
execution of the plan and estimated time budget? (la)

3.

Was background information developed or, if information was
obtained from prior engagements, was it updated for changed
circumstances, (e.g. proposed work program, manpower require
ments, etc.)?
(lb)

4.

Do the working papers contain the items required by the firm’s
description of matters to be included in the planning
process?
(1c)

5.

Did the partner (or manager) approve the overall audit plan
(including audit program) as the final planning step and
convey his approval or modifications to the engagement staff?
(1)

6.

Does it appear that adequte supervision was provided consider
ing the background and experience of personnel assigned to the
engagement?
(2a)

7.

Does it appear that hours charged by the partner and manager
were both adequate and appropriately timed to provide for
planning and supervision as the job progressed?

8.

If appropriate, were the firm’s guidelines for the form and
content of working papers complied with?

n/A

YES

NO

REF.

[AES]

C.

- 3 -

N/A

9.

Were forms, checklists, or questionnaires adequately completed
for the following areas:
a.

Review of internal control?

[AE-9]

(1)
(2)

Manual system?
EDP system?

b.

Audit work programs?

c.

Financial statement disclosures?

d.

Time budgets and progress reports?

e.

Working papers and financial statement reviews?

10.

If standardized forms, etc., were not used for any of the
above areas, is there other adequate substitute documentation?

11.

Were applicable industry accounting and audit guides used for
the engagement?

12.

Were the firm’s other required standardized forms, checklists
and questionnaires, if any, properly utilized on the engage
ment?
(2c)

3.

Were standardized checklists modified where necessary to con
form to this engagement?

14.

Were differences of professional opinion resolved in accord
ance with firm policy?
(2d)

15.

Was an appropriate review made of the working papers, by a
person whose position in the firm is commensurate with that
responsibility, to determine that work performed is complete
and conforms to professional standards and firm policy?
(3a i and ii)

16.

Was an appropriate pre-issuance review made of the report, by
a reviewer whose position in the firm is commensurate with
that responsibility and who has no other responsibility for
the engagement, to determine that the report conforms to pro
fessional standards and firm policy?
(3b, ii and iii)

17.

Does it appear that evidence of work performed and conclusions
contained in the working papers support the report? (3b i)

18.

Does it appear that planning and supervision were in compli
ance with SAS No. 22?

YES

NO

REF.

- 4 -

N/A
E.

Professional Development

1.

By reviewing working papers and detailed time budgets and
interviews of personnel, does it appear that there was ade
quate on-the-job training (consider such things as pre and
post audit conferences, tour of client’s facilities, moni
toring staff progress, etc.)?

F.

Acceptance and Continuance of Clients

1.

Does it appear that the firm’s guidelines for acceptance
and continuance of clients were complied with? (la and 2a)

YES

NO

REF.

[AE-10]
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II.

GENERAL PROCEDURES

N/A
Was there a written audit program responsive to the needs of
the engagement and was it developed in light of the strengths
and weaknesses of internal control? (SAS No. 1, section 320)

a.

If the client had EDP applications, were they included in
the study and evaluation of internal control? (SAS No. 3)

b.

Have material weaknesses, if any, in internal control been
communicated to senior management and the board of directors
or its audit committee? (SAS No. 20)

c.

If reports on internal control were issued, were the reports
in accordance with SAS No. 1,sections 640,641 and SAS No. 20?

d.

If consideration was given to the work of internal auditors
in determining the scope of the examination, was it done in
accordance with SAS No. 9?

e.

Were tests considered in light of SAS No. 6 regarding re
lated party transactions?

2.

If required by firm policy, was an appropriate engagement
letter used?

3.

If the auditor has succeeded a predecessor auditor, has there
been appropriate communication with the predecessor as to the
reason for the change? (SAS No. 7, paragraphs 4-7)

4.

Did the planning and execution of the engagement include con
sideration of the possibility of errors and irregularities and
management’s ability to override control procedures?
(SAS No. 16, paragraphs 6-15)

5.

If used, were scientific audit tools (e.g. computer auditing,
statistical sampling, etc.) properly evaluated by persons with
training in these areas?

6.

Were errors, irregularities, or illegal acts, if any, followed
up in accordance with SAS Nos. 16 and 17?

7.

If the engagement included the use of the work (domestic or
international) of another office, correspondent or affiliate:

[
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1.

a.

Do the instructions to the other office or firm
appear adequate?

b.

Does it appear that control exercised over the
work of others through supervision and review was adequate?

c.

Was there appropriate follow up of open matters?

d.

In those cases where another firm is used, were appropriate
inquiries made as to its professional reputation?

YES

NO

REF.

-6-

N/A
8.

Has a letter or representation been obtained from management?
(SAS No. 19)

9.

Have all procedures called for. in "audit programs" been signed
and dated?

10.

Have all notes, questions or exceptions posed during the audit,
been followed up “and resolved?

11.

Does it appear that appropriate consideration was given to all

YES

NO

REF.

passed adjustments?

[AE-12]

7

III.

A.

FINANCIAL STATEMENTS AND REPORT

Auditor’s Report

NOTE:

SAS=Statement on Auditing Standards
To determine the applicability of cross-referenced pronounce
ments, their effective dates should be considered.

[AE-13]

N/A

1.

If required by the circumstances, does the auditor’s report
depart from the standard report? (SAS No. 2, paragraph 9)

2.

If supplemental data accompanies the basic financial state
ments, does the auditors’ report contain a clear-cut indica
tion of the character of the examination and the degree of
responsibility he is taking with respect to such data?
(SAS No. 1, section 610)

3.

For special reports, have the provisions of SAS No. 14 been
complied with for:

4.

a.

Statements prepared in accordance with a compre
hensive basis of accounting other than generally
accepted accounting principles?
(SAS No. 14, paragraphs 2-8)

b.

Specified elements, accounts or items of a finan
cial statement? (SAS No. 14, paragraphs 9-17)

c.

Compliance with aspects of agreements or regula
tory requirements relating to audited financial
statements? (SAS No. 14, paragraphs 18-19)

d.

Financial information presented in prescribed
formats that require a prescribed form of
auditor’s report?
(SAS No. 14, paragraphs 20-21)

If the financial statements include representations to the
effect that a related party transaction was consummated on
terms no less favorable than those that would have been ob
tained if the transaction had been with an unrelated party,
and the auditor—
a.

Was unable to reach a conclusion as to the propriety
thereof, has the opinion been qualified or disclaimed?
(SAS No. 6, paragraph 18 and SAS No. 2, paragraphs
10-12)

b.

Believes that the representation is misleading, has
the opinion been qualified or expressed as adverse
depending upon materiality? (SAS No. 6, paragraph 18,
and SAS No. 2, paragraphs 15 and 16)

YES

NO

REF.
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B.

Financial Statements and Footnotes

NOTE:

ARB=Accounting Research Bulletin
APB=Accounting Principles Board Opinion
FASB=Statement of the Financial Accounting Standards Board
SAS=Statement on Auditing Standards
To determine the applicability of cross-referenced pronounce
ments their effective dates should be considered.

1.

Is restricted cash appropriately segregated from other cash
items and properly classified?
(ARB 43, chapter 3A, paragraph 6)

2.

Are the current portions of various assets and liabilities
classified as current items? (ARB 43, chapter 3A, paragraphs
4-8, and FASB No. 6, paragraph 15)

3.

Are items not expected to be realized during the current opera
ting cycle included under non-current asset captions?
(ARB 43, chapter 3A, paragraphs 5 and 6)

4.

Is there appropriate disclosure of the separate classes of
inventory (e.g. raw materials, work in process, finished
goods, etc.) if material? (ARB 43, chapter 3A, paragraphs 4
and 9, chapter 4, statement 1)

5.

Are inventories stated at the lower of cost as defined, or
market? (If "no” does the practice of the industry allow
other methods?) (ARB 43, chapter 4, statements 3 and 7)

N/A

YES

NO

REF.

Are short-term obligations included in the long-term debt
section of the financial statement only if they are both in
tended to be refinanced on a long-term basis and accompanied
by evidence of ability to consummate the refinancing, and ac
companied by adequate footnote disclosure?
(FASB No. 6, paragraphs 10-15)

8.

Do all the statements presented include a general reference
such as "the accompanying notes are an integral part of these
financial statements," and are the notes numbered and refer
enced from the statements or appropriately captioned? (APB
Statement No. 4, chapter 2, paragraph 10)

[AE-14]

Is a summary description of the significant accounting poli
cies presented? (APB No. 22, paragraphs 8-15)
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[AE-15]

9.

Does there appear to be adequate disclosure by footnote or
otherwise with respect to:
a.

Marketable securities? (ARB 43, chapter 3A, para
graph 9 and FASB No. 12, paragraphs 12, 13, 16, 17,
19 and 20)

b.

Notes and accounts receivable due from officers,
employees, or affiliated companies? (ARB 43,
chapter 1A, paragraph 5 and SAS No. 6, paragraphs
2, 16 and 17)

c.

Allowance for losses on receivables?
paragraph 3)

d.

The method of determining inventory costs (FIFO,
LIFO, average, etc.) and recognizing any diminished
utility (cost or market, whichever is lower)? (ARB
43, chapter 4, statements 3-9 and SAS No. 1 section
430.02)

e.

Investments? (APB No. 18, paragraph 20 and
FASB No. 12, paragraph 18)

f.

Intangible assets and their amortization?
(APB No. 17, paragraphs 24-31)

g.

Principles of consolidation?

h.

Parent’s equity in net assets and net income of un
consolidated subsidiaries and affiliates?
(ARB 51, paragraph 19)

i.

Translation of foreign currency transactionsand
foreign currency financial statements? (ARB 43,
chapter 12, paragraphs 6, 8 and 9; FASB No. 8,
paragraphs 32-34)

j.

Changes in accounting principles? (SAS No. 1,
sections 546.01-546.11 and 546.17; APB No. 20,
paragraphs 17-30; FASB No. 3, paragraphs 9-14)

k.

Business combinations accounted for as poolings of
interests? (APB No. 16, paragraphs 63-65; SAS No. 1,
sections 546.12 and 546.13; SAS No. 15, paragraph 12)

l.

Business combinations accounted for as purchases?
(APB No. 16, paragraphs 95-96)

m.

Long-term construction-type contracts? (ARB 45
paragraph 15; and APB No. 22, paragraph 13)

(APB No. 12,

(ARB 51, paragraph 19)

N/A

YES

NO

REF.

V
x.
w
on...
q
tsr
u
zy
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Bond indenture and loan agreement provisions?
(APB Statement No. 4, paragraph 199 R-9A; and
FASB No. 6, paragraph 15)

Unusual accruals and allowances?

N/A

YES

NO

REF.

(FASB Nos. 5 and 11)

Changes in capital shares and in components of stock
holders’ equity? (APB No. 12, paragraph 10; FASB No.6,
paragraph 15)
Liquidation preference of preferred stock in the
equity section of the balance sheet? (APB No. 10,
paragraphs 10 and 11; APB No. 15, paragraph 19)

p.

Number of shares of various classes of stock author
ized, issued and outstanding, and the pertinent
rights and privileges of the various securities out
standing? (APB No. 10, paragraphs 10 and 11; APB
No. 15, paragraph 19)

Option agreements? (ARB 43, chapter 13B, paragraph 15;
APB No. 25, paragraph 19)
Is accounting proper? (APB No. 25, paragraphs 10-18)

Restrictions on retained earnings? (APB No. 6,
paragraph 13; FASB No. 5, paragraph 15)
Dating of retained earnings after a quasi-reorganization?
(ARB 43, chapter 7A, paragraph 10; ARB 46)
Pension plans? (APB No. 8, paragraph 46, FASB inter
pretation No. 3, paragraphs 4 and 5)

Leases (including capital, operating, sales, direct
financing and leveraged leases)? (FASB No. 13,
paragraphs 16, 23, 47, and 48)
Assets pledged or assigned? (FASB No. 5, paragraphs
18 and 19; SAS No. 1, section 430.02)

Contingencies? (FASB No. 5, paragraphs 9-13)

[AE-16]

Commitments for material amounts of new construction
or equipment? (FASB No. 5, paragraphs 18 and 19 and
ARB 45, paragraph 16)

11 -

N/A
aa.

Depreciable assets (property, plant and equipment,
etc.) and depreciation:
(i)

Depreciation expense for each period?
(APB No. 12, paragraph 5a)

(ii) Balances of major classes of depreciable
assets by nature or function?
(APB No. 12, paragraph 5b)

(iii)

Accumulated depreciation, either by major
classes of assets or in total?
(APB No. 12, paragraph 5c)

(iv) The method or methods used in computing de
preciation with respect to major classes of
depreciable assets? (APB No. 12, paragraph 5d)

(v)

Investment credit, method followed and amounts
involved when material? (APB No. 4)

Deferred income taxes?

cc.

Carry forward losses for income taxes or other credits
available? (APB No. 11, paragraphs 63(a) and 63(b))

dd.

Reasons for difference of tax expense shown from
customary relationship between income before taxes
and tax expense? (APB No. 11, paragraph 63(c);
APB No. 23, paragraph 14)

ee.

When renegotiation adjustments under government con
tracts cannot be accurately estimated?
(ARB 43, chapter 11B, paragraphs 4 and 5)

ff.

Prior period adjustment? (FASB No. 16 paragraphs 10-17;
APB No. 9, paragraph 26; APB No. 20, paragraphs 27, 28,
36 and 37)

gg.

If required (FASB No. 21), are earnings per share on
the face of the income statement and is there
explanatory schedule or note that includes the basis
of calculations? (APB No. 15, paragraphs 12-18 and 20-23)

hh.

Subsequent events? (SAS No. 1, sections 560.01 to
560.12 and 561.04 to 561.09 and FASB No. 5 paragraph 11)

[AE-17]

bb.

(APB No. 11, paragraphs 57-62)

YES

NO

REF.

- 12

10.

Is interest on receivables and payables (including premium
and discount) presented properly? (APB No. 21, paragraph 16)

11.

If there are any investments in common stock accounted for
by the equity method, are the income taxes on the investor’s
share of the investee’s earnings presented properly? (APB
No. 24, paragraphs 7-10)

12.

If there are non-monetary transactions of either a non-recip
procal or exchange nature, are they recorded in accordance
with APB No. 29?

13.

If there is an early extinguishment of debt, is the account
ing proper and are all necessary disclosures made? (APB
No. 26, paragraphs 18-21; FASB No. 4, paragraphs 8-12)

14.

If a segment of the business was sold, abandoned, spun off,
or otherwise disposed of (or, although still operating, is
the subject of a formal plan for disposal):
a.

Are discontinued operations and earnings per share
correctly reflected in the income statement? (APB
No. 30, paragraphs 8, 9 and 12)

b.

Are disclosures made in notes describing the ident
ity of the segment sold, the date and manner of
disposal, the assets and liabilities remaining, if
any, and the income or loss from operations from
measurement date to the date of the balance sheet?
(APB No. 30, paragraph 18)

Are extraordinary items properly disclosed and classified
and did they meet the criteria for consideration as extra
ordinary items? (APB No. 9, paragraph 17; APB No. 30,
paragraphs 10, 11, 19-25; FASB No. 16, paragraph 16c)

16.

Are material events or transactions that are either un
usual in nature, or of infrequent occurrence but not
both (and therefore not meeting both criteria for classi
fication as an extraordinary item) disclosed as a separate
component of income from continuing operations?
(APB No. 30, paragraph 26)

17.

Are related party transactions adequately disclosed in
the financial statements and accompanying notes?
(SAS No. 6, paragraphs 16 and 17)

18.

Are research and development costs charged to expense
when incurred, and appropriately disclosed?
(FASB No.2, paragraphs 12-16)

YES

NO

REF,

[
A
E
1
8
]

15.

N/A
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N/A
19.

Are required disclosures made of aggregate foreign exchange
gains or losses and effects of rate changes on reported
results of operations?
(FASB No. 8, paragraphs 32-34)

20.

For financial statements issued by development stage enter
prises :

a.

Are financial position, changes in financial position,
and results of operations presented in conformity with
generally accepted accounting principles that apply to
established operating enterprises?
(FASB No. 7, para
graph 10)

b.

In addition to the basic financial statements does, •
disclosure include amounts of cumulative revenue,
expenses, net losses, changes in financial position
and stockholders' equity since inception?
(FASB No. 7, paragraph 11)

c.

Do the financial statements identify the enterprise
as a "development stage enterprise" and include a

description of the nature of its development stage
activities?
(FASB No. 7, paragraph 12)
For an enterprise in its first fiscal year in which it is no
longer considered to be in the development stage, is there
disclosure that in prior years it had been in the develop
ment stage?
(FASB No. 7, paragraph 13)

22.

Are appropriations of retained earnings for loss contingen
cies clearly identified and included within the stockholders’
equity section of the balance sheet?
(FASB No. 5, paragraph
15)

23.

Is interperiod tax allocation employed for oil and gas pro
ducing companies with respect to intangible drilling and
development cost and other costs associated with the explora
tion for and development of oil and gas revenues?
(FASB
No. 9, paragraphs 11-14)
Note—FASB No. 9 has been super
seded by FASB No. 19 for fiscal years beginning after
December 15, 1978.

24.

Have the requirements to disclose probable reversals of
timing differences
and timing differences for which there
have not been any income tax allocation been met?
(FASB
No. 9, paragraph 15)
Note—FASB No. 9 has been superseded
by FASB No. 19 for fiscal years beginning after
December 15, 1978.

[AE-19]

21.

YES

NO

REF.
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N/A
25

Are the financial statements adjusted for any changes in
estimates resulting from subsequent events that provided
additional evidence with respect to conditions that existed
at the date of the balance sheet? (SAS No. 1, sections
560.03, 560.04 and 560.07)

26

Are subsequent events that provide evidence with respect to
conditions that did not exist at the date of the balance
sheet but arose subsequent to that date adequately disclosed
to keep the financial statements from being misleading?
(SAS No. 1, sections 560.05, 560.06, 560.07 and 560.09)

27

For a marketable equity securities portfolio is the carrying
amount the lower of aggregate cost of market value, and is
the amount by which aggregate cost exceeds market value ac
counted for as a valuation allowance? (FASB No. 12,paragraph

28

For marketable equity securities, (except if the equity basis
is appropriate), is there disclosure of the following (FASB
No. 12, paragraphs 12 and 23):
a.

Aggregate cost and market value (each segregated between
current and non-current classifications if applicable)
as of the date of each balance sheet presented?

b.

As of the date of the latest balance sheet presented, the
gross unrealized gains and gross unrealized losses
(segregated between current and non-current portfolios
if applicable)?

c.

For each period in which an income statement is presented:
(i)

(ii)

29

REF.

Net realized gain or loss included in the
determination of net income?
Basis by which cost was determined in com
puting realized gain or loss (i.e., average
cost or other method used)?

Change in the valuation allowance?

For marketable equity securities owned at the balance sheet
date, if significant net realized and net unrealized gains
and losses arose after the balance sheet date but before issu
ance of the financial statements, are those net realized and
net unrealized gains and losses disclosed in the notes to

financial statements?
30

NO

(FASB No. 12, paragraph 13)

For enterprises in industries having specialized accounting
practices with respect to marketable securities, does dis
closure conform with FASB No. 12, paragraphs 14-17?

[AE-20]

(iii)

YES

- 15 -

[XE-2/]

N/A
31.

If a decline in market value below cost of a given marketable
security is judged to be other than temporary and changes in
carrying amounts are included in stockholders' equity rather
than net income, is the cost basis of the security written
down to a new cost basis and the amount of the writedown ac
counted for as a realized loss? (FASB No. 12, paragraph 21)

32.

Are income tax effects for unrealized gains and losses on
marketable securities accounted for according to APB No. 11?
(FASB No. 12, paragraph 22)

33.

For unrealized capital losses of marketable securities are
tax effects recognized only when there exists assurances be
yond a reasonable doubt that the benefit will be realized by
an offset of loss against capital gains? (FASB No. 12,
paragraph 22)

34.

If the entity is a subchapter S corporation for federal income
tax purposes, do the related disclosures appear adequate?

35.

Does the statement of changes in financial position:
a.

Include a presentation for each period for which an
income statement is presented? (APB No. 19, paragraph 7)

b.

Disclose all important aspects of financing and invest
ing activities regardless of whether cash or other ele
ments of working capital are directly affected?
(APB No. 19, paragraph 8)

c.

Begin with income or loss before extraordinary items?
(APB No. 19, paragraph 10)

d.

Include or be accompanied by a presentation of net
changes in each element of working capital?
(APB No. 19, paragraph 12)

36.

With respect to oil and gas producing companies, have the
provisions of FASB No. 19 been properly reflected?

37.

If required (FASB No. 21), do the financial statements include
appropriate segment information relating to the entity’s:

a.

Operations in different industries?
(FASB No. 14, paragraphs 9-30)

b.

Foreign operations and export sales?
(FASB No. 14, paragraphs 31-38)

c.

Major customers?

(FASB No. 14, paragraph 39)

YES

NO

REF.
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N/A
38.

Are stock subscriptions receivable appropriately identified
and presented as a deduction from capital, or,if presented
as an asset, stated separately, clearly labeled, and their
status clearly described to distinguish them from any other
type of asset?

39.

Based on the reviewer’s study of the working papers and other
evidential matter, does it appear that disclosures in the fi
nancial statements are reasonably adequate? (i.e., do they
comply to the third standard of reporting—SAS No. 1,
section 430)

40.

Are the financial statements suitably titled? (Certain titles
are generally understood to be applicable only to statements
that present information in conformity with generally ac
cepted accounting principles)
(SAS No. 14, paragraph 7)

YES

NO

REF.

[AE-22]
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N/A

Reports Filed with the SEC

1.

Does it appear that the report contains appropriate disclosures
as required by the regulations (especially recent releases)?

2.

If required by firm policy, was an SEC checklist used?

3.

Is there indication that the firm obtained and read the document
to be filed prior to the release of the signed opinion to be
contained in the filing?

4.

Was a concurring review of the audit report by a partner other
than the audit partner in charge of the engagement conducted
prior to the issuance of the report, in conformity with require
ments of the SEC Practice Section?

5.

If a comfort letter to an underwriter was issued, is it in
accordance with professional standards?

6.

Have letters of comments or verbal comments received from the
SEC been appropriately considered?

7.

Has there been rotation of the audit partner in charge of the
engagement in conformity with the requirements of the SEC
Practice Section?

8.

If management advisory services were performed during the year
under audit, was the firm in compliance with the Section’s re
quirements :

[AE-23]

C.

9.

a.

proscribing the performance of certain management
advisory services?

b.

requiring an annual report to the audit committee
or board of directors of the client, describing the
types of such services rendered and the amount of
the related fees received?

Was the nature of disagreements, if any, with the management of
the client on financial accounting and reporting matters and
auditing procedures which, if not satisfactorily resolved, would
have caused the issuance of a qualified opinion reported to
the audit committee or board of directors of the client in con
formity with the Section’s requirements?

YES

NO

REF.
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IV.

WORKING PAPER AREAS

[AE-25]

N/A
A.

Cash

1.

Was due consideration given to cash transactions shortly before
and shortly after the balance sheet date to determine that
transactions were recorded in the proper period?

2.

Were bank accounts confirmed at the examination date and
were reconciling items existing at the balance sheet date
cleared by reference to subsequent statements obtained
directly from the bank?

3.

Do the working papers indicate that the following were
considered:

a.

Restrictions on cash balances?

b.

Confirmation of bank credit arrangements such as
compensating balances?

c.

Review of confirmation responses for indication
of related party transactions?

d.

Confirmation of liabilities and contingent lia
bilities to banks?

4.

Based on the evaluation of internal control, do the substantive
tests of cash appear adequate?

B.

Receivables

1.

Was a summary prepared (or obtained) properly classifying re
ceivables; (i.e. notes and accounts receivables; trade; offi
cers, directors and employees; parent and subsidiary companies;
other related party transactions etc.)?

2.

Were accounts receivable circularized and appropriate follow-up
steps taken?

3.

If confirmation work was performed prior to year-end, is there
evidence that an adequate review of transactions from the con
firmation date to the balance sheet date was made?

4.

If a significant number and amount of accounts receivable were
for some reason not circularized, is there evidence that other
auditing procedures were performed?

5.

Were significant notes receivable confirmed as of the audit date

6.

Were the results of confirmation procedures summarized in the
working papers?

YES

NO

REF.
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N/A
7.

Was collateral (if any) for receivables examined with respect
to existence, ownership and value?

8.

Were adequate tests made of discounts and allowances?

9.

Was the reasonableness of allowances for doubtful accounts
covered in the working papers and collectibility of receivables
adequately considered?

10.

Is there evidence in the working papers that inquiry was made,
and consideration given to whether receivables are pledged or
factored?

11.

Was receivable work correlated with the sales and inventory
cut-off examination?

12.

Are notes receivable accounted for to reasonably represent the
present value of the consideration exchanged and an appropriate
interest rate?
(APB No. 21)

13.

Based on the evaluation of internal control, do the substantive
tests of receivables appear adequate?

Inventories

1.

Was an inventory summary prepared (or obtained) showing basis
(e.g. "cost”, ’’market”, "LIFO", "FIFO", etc.) with respect to
the various classifications of inventory (e.g. finished goods,
work in process, raw materials, etc.)?

2.

Where the physical inventory is taken at a date other than the
balance sheet date (or where rotating procedures are used) do
the working papers indicate that consideration was given to
inventory transactions between the inventory date(s) and the
balance sheet date?

3.

Do the working papers contain evidence that counts were correct
ly made and recorded (i.e. were test count quantities recon
ciled with counts reflected in final inventory)?

4.

Do the working papers indicate that adequate tests were made
of:
a.

The clerical accuracy of the compilation of the inventory?

b.

Costing methods and substantiation of costs used in
pricing all elements (raw materials, work in process,
finished goods) of the inventory?

NO

REF.

[AE-26]

C.

YES

20 -

[AE-27]

N/A

5

Do the working papers indicate that a lower of cost of market
test was performed? (including obsolescence).

6

If perpetual inventory records are maintained, do the working
papers indicate that differences disclosed by the client’s phy
sical inventory (or cycle counts) are properly reflected in
the accounts?

7

Was an examination of purchase and sales commitments made, in
cluding consideration as to any possible adverse effects?

8

Were appropriate inventory cut-off tests performed?

9

Where applicable, were gross profit percentage tests employed
to check overall valuation of inventories?

10

Where the physical inventory in the hands of others was not ob
served, were inventory confirmations received (i.e. inventory
in public warehouses, on consignment, etc.)?

11

Do the working papers indicate that steps were performed to
determine if any inventory is pledged?

12

Based on the evaluation of internal control, do the substantive
tests of inventory appear adequate?

D

Investments

1

Was a summary schedule prepared (or obtained) and details ex
amined with respect to description, purchase price and date,
changes during period, income, market value, etc. of invest
ments?

2

Were all securities (including stock certificates of subsidiary
companies) either examined or confirmed?

3

Was investigation made of carrying value and possible cost im
pairment of long-term investments?

4

Do the working papers indicate that consideration was given to
indications that investments were pledged?

5

For investments accounted for on the equity method, were finan
cial statements and other information reviewed to support the
amounts presented?

6

Do the working papers indicate that adequate evidential matter
had been accumulated for long-term investments?

YES

NO

REF.
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N/A

E.

Prepaid Expenses, Intangible Assets, Deferred Charges, etc.

1.

Were adequate tests made and/or confirmations received for
all material:
a.

Prepaid expenses?

b.

Intangible assets?

c.

Deferred charges?

d.

Other?

2.

For prepayments, intangibles, and deferred charges, is there
adequate support for the deferral and amortization (or lack
thereof)?

3.

If insurance policies were pledged as collateral or subjected
to premium financing, were the related loans properly accounted
for?

F.

Property, Plant and Equipment

1.

Was a summary schedule prepared (or obtained) to show beginning
balances, changes during the period and ending balances for:

2.

a.

Property, plant and equipment?

b.

Accumulated depreciation?

YES

NO

REF.

Do tests appear adequate with respect to:

a.

Additions:
i.

Physical inspection?

b.

Retirements, etc. (including examination of miscellaneous
income, scrap sales, etc.)?

c.

The adequacy of current and accumulated provisions for
depreciation and depletion?

d.

Compliance with internal control procedures?

e.

Status of idle facilities?

3.

Do the working papers indicate the presence of liens on
property?

4.

Were differences between book and tax depreciation reconciled?

[AE-28]

ii.

Examination of physical documents?

22 -

N/A

G.

Current Liabilities

1.

Were accounts payable adequately tested for propriety?

2.

Do the working papers include evidence as to compliance
with any loan restrictions?

3.

Was an adequate test made of subsequent transactions (i.e. cash
disbursements, voucher register entries, vouchers, unpaid in
voices, etc.) to determine if any material unrecorded liabili
ties existed?

4.

Was the payable work correlated with the purchase cut-off exam
ination?

5.

Based on the evaluation of internal control, do the substantive
tests of liabilities appear adequate?

H.

Long-Term Debt

I.

Were confirmations received for significant debt obligations,
together with verification of interest rates, repayment period,
etc. ?

2.

Is there evidence that covenants to long-term debt obligations
are being complied with?

3.

Have leases been examined to determine that capital leases have
been properly accounted for? (FASB No. 13, paragraphs 6-14)

I.

Deferred Credits

1.

Do the working papers indicate that:

The basis of deferring income is reasonable and on
a consistent basis from year to year?

b.

Deferrals have been established on a reasonable basis?

[AE-29]

a.

J.

Income Taxes

1.

Were current and deferred tax accrual accounts and related
provisions analyzed and reviewed as to adequacy?

YES

NO

REF.

23 -

N/A

K.

Commitments and Contingencies

1.

Do the working papers include indication of the following:

a.

Inspection of minutes of meetings of the stockholders,
board of directors, and executive and other committees
of the board?

b.

Inspection of contracts, loan agreements, leases, and
correspondence from taxing and other governmental agen
cies, and similar documents?

c.

Accumulation and analysis of confirmation responses
from banks and lawyers?

d.

Inquiry and discussion with management (including man
agement’s written representations concerning liabilities,
and litigation—claims— assessments)?

e.

Inspection of other documents for possible guarantees by
the client?

2.

Is there indication that procedures were performed to uncover
the need for recording or disclosure of events subsequent to
the date of the financial statements? (SAS No. 1, sections
560.10, 560.11 and 560.12)

L.

Capital Accounts

1.

Were changes in capitalization checked to authorizations?

2.

Do the working papers indicate that adequate inquiries were
made where appropriate, as to:
Stock options?

b.

Warrants?

c.

Rights?

d.

Redemptions?

e.

Conversion privileges?

NO

REF.

[AE-30]

a.

YES
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N/A

M.

Income and Expenses

1.

Were tests made of payrolls, including account distribution?

2.

With regard to pension and profit sharing plans, (including
impact of ERISA) do tests made of the expense and liabilities
appear adequate?

3.

Were revenue and expenses for the period compared with those of
the preceding period and reviewed for reasonableness; were
significant fluctuations explained?

4.

Was adequate consideration given to review of the client’s
revenue recognition policy and unusual sales transactions?

5.

Has adequate consideration been given to loss contingencies
in accordance with FASB No. 5?

6.

Based upon the evaluation of internal control do the sub
stantive tests (review, analysis, and testing) of income and
expense appear adequate?

N.

Other

1.

Have leases been examined to determine that capital, sales,
and direct financing leases have been properly accounted for?
(FASB No. 13, paragraphs 6-14, 17, 18, 20-22, 24-27 and FASB
No. 17 paragraph 8)

2.

Were procedures applied to unaudited replacement cost informa
tion in accordance with SAS No. 18?

3.

Limited Review of Interim Financial Information:

4.

a.

Were procedures as discussed in SAS 10, paragraph 10
performed?

b.

If required by firm policy, was a checklist of the
above procedures used?

c.

Was the extent of procedures generally adequate based
on the considerations described in paragraphs 14 to
18 of SAS 10?

If the work of a specialist was used, was the effect of the
specialist’s work on the auditor’s report considered in ac
cordance with SAS No. 11, paragraphs 9-12?

YES

NO

REF.
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V.

COMMENTS

The following pages are provided so that you may comment on "no” answers as
appropriate or expand upon any of the "yes” answers. All "no” answers should
be reviewed with the engagement partner to obtain his agreement or disagree
ment and reasons for disagreement.

[ 4E-33 ]

Page
Number

Question
Number

_______________________ Comments
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Page
Number

Question
Number

Comments

[AE-34]
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[AE-3 5]

Page
Number

Question
Number

Comments
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VI. CONCLUSIONS

1.

2.

3.

[AE-37]

4.

5.

Does the Documentation on this engagement support:
a.

the firm’s opinion on the financial statements.

YES___

NO

b.

adequate participation in the engagement by the partner(s).

YES___

NO

c.

adequate participation in the engagement by staff.

YES___

NO

Do you believe that performance on this engagement complies
in all material respects with professional standards and
with the firm’s policies and procedures?
If not, explain.

YES

NO

Have you prepared a "Matter for Further Consideration"
form for each item which, in your opinion, might affect
the report of the review team or which should be communi
cated to the reviewed firm as a matter that may require
corrective action?

YES

NO

Have you prepared a list of suggestions for improvement in
the reviewed firm’s quality control policies and procedures
which do not require corrective action?

YES

NO

Explain reasons for any NO answers above, be specific.

Unaudited Statem ent Checklist

AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

DIVISION FOR CPA FIRMS
SEC PRACTICE SECTION

Peer Review Program

CHECKLIST FOR REVIEW OF

[

U
S
1

]

UNAUDITED STATEMENT ENGAGEMENTS

(see separate instructions for use of this checklist)

ENGAGEMENT PROFILE
Engagement Code No. ______________________

Office ___________________________________________

Partner ___________________________________

Date of Financial Statements* _________________

Manager ___________________________________

Date of Report __________________________________
Date Report Released ___________________________

The responsibility of this office involves reporting on:
(
(
(

)
)
)

consolidated financial statements
subsidiary, division or branch
other

Date that last year’s fee was paid:
Key data reported on by this office for this engagement:

Gross assets
Net assets
Net sales
Net income

$
$
$
$

Major lines of business:
Complex or troublesome engagement areas:

Hours on this engagement:

[U
S
-3]

Total
Partner
Manager (or equivalent)
Other
Total this office

______
_____
______

Total budgeted

_____

Prior to
Commencement
of Field Work

During
Field Work

After
Completion of
Field Work

Personnel Continuity:

Number of years assigned to this job

Partner
________

Manager
(or equivalent)
_________________

Number of years in current position on the job

________

_________________

late Engagement Review Performed______________________________
reviewer

*

To determine the applicability of all cross-referenced pronouncements, their
effective dates should be considered.

1

SEC PRACTICE SECTION

CHECKLIST FOR REVIEW OF

UNAUDITED STATEMENT ENGAGEMENTS

CONTENTS

PAGE

SECTION
I.Functional Areas
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III.
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Independence

B.

Assigning Personnel to Engagements

C.

Consultation

.........................................................................................................................
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Supervision
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E.

Professional Development

F.

Acceptance and Continuance of Clients ......................... ........

General Procedures
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....................................................................
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IV.

4
4

5

NOTE:

References to AICPA and FASB publications have been updated through
April 1978, (through SAS No. 22 and FASB No. 21.)

1 -

I.

FUNCTIONAL AREAS
N/A* YES

A.

Independence

[US-7]

If any evidence was noted during the review which may indicate
a lack of independence (including a lack of objectivity), was
there appropriate reporting or other appropriate disposition?(1)

2.

If appropriate, were related non-client subsidiaries or affili
ates included on prohibited investment listings?
(2c)

3.

If applicable, was timely and appropriate assurance of inde
pendence of other firms engaged to perform segments of the
engagement obtained?
(3)

4.

For continuing engagements, were the fees for the prior year’s
services paid:
(4d)

(a)

For SEC clients—prior to commencement of the
current engagement?

(b)

For non-SEC clients—prior to issuance of the
report for the current engagement?

B.

Assigning Personnel to Engagements

1.

Were staffing requirements identified on a timely basis?

2.

As an indicator of firm’s ability to budget time, does the
budgeted and actual time compare favorably?
(1c)

3.

Is there indication of the partner’s approval of the schedul
ing and staffing of the engagement?
(3a)

4.

Based on staff interviews, review of working papers, etc. does
it appear that there was a proper mix between experience and
training of the engagement personnel in relation to the com
plexity or other requirements of the engagement, and the ex
tent of supervision to be provided?
(3b)

NOTE:

(lb)

Parenthetic references are to policies and procedures
identified in A Guide to Implement the Voluntary Quality
Control Review Program for CPA Firms—Quality Control Poli
cies and Procedures for Participating CPA Firms.

* The N/A column should be used when the item either
does not exist or is not material.

NO

REF.

2 -

Consultation

1.

When situations arose in the engagement which, because of firm
policy require consultation, was appropriate consultation made?
(lb)

2.

If the engagement records indicated a difference of opinion be
tween engagement personnel and a specialist or other consultant
was the difference resolved in accordance with firm policy?

3.

Were the considerations involved in the resolution of the diff
erences of opinion mentioned in item 2 above appropriately
documented? (2d)

4.

Was appropriate documentation prepared for consultation?

D.

Supervision

1.

Does it appear that engagement planning was adequately docu
mented in the working papers?

2.

Was adequate follow up made to develop reasons for variations
in the engagement plan relative to personnel assigned, timing
and execution of the plan and estimated time budget? (la)

3.

Was background information developed or, if information was
obtained from prior engagements, was it updated for changed
circumstances, (e.g. proposed work program, manpower require
ments, etc.)?
(lb)

4.

Do the working papers contain the items required by the firm’s
description of matters to be included in the planning
process?
(1c)

5.

Did the partner (or manager) approve the overall engagement
plan (including engagement program) as the final planning step
and convey his approval or modifications to the engagement
staff? (1)

6.

Does it appear that adequte supervision was provided consider
ing the background and experience of personnel assigned to the
engagement?
(2a)

7.

Does it appear that hours charged by the partner and manager
were both adequate and appropriately timed to provide for
planning and supervision as the job progressed?

8.

If appropriate, were the firm’s guidelines for the form and
content of working papers complied with?

N/A

YES

NO

REF.

[US-8]

c.

- 3 -

N/A

9

Were forms, checklists, or questionnaires adequately completed
for the following areas:

a.

Work programs?

b.

Financial statement disclosures?

c.

Time budgets and progress reports?

d.

Working papers and financial statement reviews?

If standardized forms, etc., were not used for any of the
above areas, is there other adequate substitute documentation?

11.

Were applicable industry accounting and audit guides used for
the engagement?

12.

Were the firm’s other required standardized forms, checklists
and questionnaires, if any, properly utilized on the engage
ment?
(2c)

13.

Were standardized checklists modified where necessary to con
form to this engagement?

14.

Were differences of professional opinion resolved in accord
ance with firm policy?
(2d)

15.

Was an appropriate review made of the working papers, by a
person whose position in the firm is commensurate with that
responsibility, to determine that work performed is complete
and conforms to professional standards and firm policy?
(3a i and ii)

16.

Was an appropriate pre-issuance review made of the report, by
a reviewer whose position in the firm is commensurate with
that responsibility and who has no other responsibility for
the engagement, to determine that the report conforms to pro
fessional standards and firm policy?
(3b, ii and iii)

17.

Does it appear that evidence of work performed and conclusions
contained in the working papers support the report? (3b i)

18.

Does it appear that planning and supervision were in compliance
with SAS No. 22?

[US-9]

10.

YES

NO

REF.
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N/A

E.

Professional Development

1.

By reviewing working papers and detailed time budgets and inter
views of personnel, does it appear that there was adequate onthe-job training (consider such things as pre and post engage
ment conferences, tour of client’s facilities, monitoring staff
progress, etc.)?

F.

Acceptance and Continuance of Clients

1.

Does it appear that the firm’s guidelines for acceptance and
continuance of clients were complied with? (la and 2a)

YES

NO

REF.

[US-10]

- 5 II.

NOTE:

1.

GENERAL PROCEDURES

GUIDE - Guide for Engagements of CPAs to Prepare Unaudited
Financial Statements, prepared by the Task Force
on unaudited financial statements, Auditing Standards
Division, (AICPA, 1975).

a.

Was an engagement letter issued to provide a written
record of the agreement with the client as to the
services to be provided? (GUIDE, chapter 2)

b.

If yes, does it comply with the firm’s standard letter
or the example in the GUIDE (pages 13 and 14)?

2.

Do the planning and administrative tools such as checklists,
correspondence and written instructions avoid such terms as
"audit examination” and "audit program"? (GUIDE, chapter 3)

3.

Do the working papers avoid terminology that might imply an
audit was performed? (GUIDE, page 34)

4.

Do the working papers (including checklists and instructions)
appear reasonable in relation to the following (GUIDE, page 34):

a.

Agreed upon scope of the engagement?

b.

Purpose and contemplated use of the unaudited statements?

Were errors, irregularities, or illegal acts, if any, followed
up in accordance with SAS Nos. 16 and 17?

6.

If the engagement included the use of the work (domestic or
international) of another office, correspondent or affiliate:

[US-11]

5.

a.

Do the instructions to the other office or firm
appear adequate?

b.

Does it appear that control exercised over the
work of others through supervision and review
was adequate?

c.

Was there appropriate follow up of open matters?

d.

In those cases where another firm is used, were appropriate
inquiries made as to its professional reputation?

7.

Have all notes, questions or exceptions posed during the work
been followed up and resolved?

3.

Does it appear that appropriate consideration was given to all
passed adjustments?

N/A

YES

NO

REF.
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III.

A.

FINANCIAL STATEMENTS AND REPORT

Disclaimer of Opinion
NOTE:

SAS=Statement on Auditing Standards

N/A

Does a clear disclaimer accompany or appear on the unaudited
financial statements? (SAS No. 1, section 516.04; SAS No. 10,
paragraph 20c; and SAS No. 13, paragraph 4)

2.

Is each statement page clearly and conspicuously marked as ■
"unaudited?” (SAS No. 1, section 516.04; and SAS No. 13,
paragraph 4)

3.

If the unaudited statements are for the client’s internal use
only, and do not include all footnotes and other disclosures
that maybe desirable, does the disclaimer include a clear in
dication that the statements are restricted to internal use by
the client and therefore, do not necessarily include all dis
closures that might be required for a fair presentation in con
formity with generally accepted accounting principles?
(SAS No. 1, section 516.05)

4.

If the circumstances indicate reservations about the unaudited
statements as a fair presentation in conformity with generally
accepted accounting principles and the client has not agreed
to recommended revisions, does the disclaimer include specific
reference to the nature of the CPA’s reservations and effect,
if known, on the statements? (SAS No. 1, sections 516.06—
516.07)

5.

If the unaudited statements lack the statement of changes in
financial position, does the disclaimer include an indication
that the statements do not conform to generally accepted ac
counting principles because the related statement of changes
is not presented? (SAS No. 1, section 516.08)

6.

Does the disclaimer avoid mention of any procedures that may
have been performed (unless the engagement was in connection
with either letters to underwriters or agreements between a
prospective buyer and seller of a business, or a limited re
view as contemplated in SAS Nos. 10 and 13)? (SAS No. 1,
section 516.09)

7.

If the disclaimer is in connection with either letters to
underwriters or agreements between a prospective buyer and
seller of a business, does the disclaimer include specifica
tion that use of the letters or reports is restricted solely
to the parties involved? (SAS No. 1, section 516.09)

[U
S-13]

1.

YES

NO

REF.
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N/A

8.

If the accountant is not independent, does the disclaimer
state specifically that he is not independent and avoid any
description of the reason why he is not independent?
(SAS No. .1, section 517.01—517.03)

9.

If unaudited financial statements are presented with audited
financial statements, does the report include a disclaimer of
opinion and are the unaudited statements clearly marked as
"unaudited?” (SAS No. 15, paragraphs 13-15)

YES

NO

REF.

[U
S-14]

- 8 B.

Financial Statements and Footnotes

NOTE:

ARB=Accounting Research Bulletin
APB=Accounting Principles Board Opinion
FASB=Statement of the Financial Accounting Standards Board
SAS=Statement on Auditing Standards
To determine the applicability of cross-referenced pronounce
ments their effective dates should be considered.

Is restricted cash appropriately segregated from other cash
items and properly classified?
(ARB 43, chapter 3A, paragraph 6)

2.

Are the current portions of various assets and liabilities
classified as current items? (ARB 43, chapter 3A, paragraphs
4-8, and FASB No. 6, paragraph 15)

3.

Are items not expected to be realized during the current opera
ting cycle included under non-current asset captions?
(ARB 43, chapter 3A, paragraphs 5 and 6)

4.

Is there appropriate disclosure of the separate classes of
inventory (e.g. raw materials, work in process, finished
goods, etc.) if material? (ARB 43, chapter 3A, paragraphs 4
and 9, chapter 4, statement 1)

5.

Are inventories stated at the lower of cost as defined, or
market? (If "no" does the practice of the industry allow
other methods?)
(ARB 43, chapter 4, statements 3 and 7)

6.

Are short-term obligations included in the long-term debt
section of the financial statement only if they are both in
tended to be refinanced on a long-term basis and accompanied
by evidence of ability to consummate the refinancing, and ac
companied by adequate footnote disclosure?
(FASB No. 6, paragraphs 10-15)

7.

Is a summary description of the significant accounting poli
cies presented?
(APB No. 22, paragraphs 8-15)

8.

Do all the statements presented include a general reference
such as "the accompanying notes are an integral part of these
financial statements," and are the notes numbered and refer
enced from the statements or appropriately captioned? (APB
Statement No. 4, chapter 2, paragraph 10)

[US-15]

1.

N/A

YES

NO

REF.
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9.

Does there appear to be adequate disclosure by footnote or
otherwise with respect to:

a.

Marketable securities? (ARB 43, chapter 3A, para
graph 9 and FASB No. 12, paragraphs 12, 13, 16, 17,
19 and 20)

b.

Notes and accounts receivable due from officers,
employees, or affiliated companies? (ARB 43,
chapter 1A, paragraph 5 and SAS No. 6, paragraphs
2, 16 and 17)

c.

Allowance for losses on receivables?
paragraph 3)

d.

The method of determining inventory costs (FIFO,
LIFO, average, etc.) and recognizing any diminished
utility (cost or market, whichever is lower)? (ARB
43, chapter 4, statements 3-9 and SAS No. 1 section
430.02)

e.

Investments? (APB No. 18, paragraph 20 and
FASB No. 12, paragraph 18)

f.

Intangible assets and their amortization?
(APB No. 17, paragraphs 24-31)

g.

Principles of consolidation?

h.

Parent’s equity in net assets and net income of un
consolidated subsidiaries and affiliates?
(ARB 51, paragraph 19)

i.

Translation of foreign currency transactions and
foreign currency financial statements? (ARB 43,
chapter 12, paragraphs 6, 8 and 9; FASB No. 8,
paragraphs 32-34)

j.

Changes in accounting principles? (SAS No. 1,
sections 546.01-546.11 and 546.17; APB No. 20,
paragraphs 17-30; FASB No. 3, paragraphs 9-14)

k.

Business combinations accounted for as poolings of
interests? (APB No. 16, paragraphs 63-65; SAS No. 1,
sections 546.12 and 546.13; SAS No. 15, paragraph 12)

l.

Business combinations accounted for as purchases?

YES

NO

REF.

(APB No. 12,

(ARB 51, paragraph 19)

Long-term construction-type contracts? (ARB 45
paragraph 15; and APB No. 22, paragraph 13)

[US-76]

(APB No. 16, paragraphs 95-96)

m.

N/A

[US-17]
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n.

Bond indenture and loan agreement provisions?
(APB Statement No. 4, paragraph 199 R-9A; and
FASB No. 6, paragraph 15)

o.

Unusual accruals and allowances?

p.

Changes in capital shares and in components of stock
holders’ equity? (APB No. 12, paragraph 10; FASB No.6,
paragraph 15)

q.

Liquidation preference of preferred stock in the
equity section of the balance sheet? (APB No. 10,
paragraphs 10 and 11; APB No. 15, paragraph 19)

r.

Number of shares of various classes of stock author
ized, issued and outstanding, and the pertinent
rights and privileges of the various securities out
standing? (APB No. 10, paragraphs 10 and 11; APB
No. 15, paragraph 19)

s.

Option agreements?
(ARB 43, chapter 13B, paragraph 15;
APB No. 25, paragraph 19)
Is accounting proper? (APB No. 25, paragraphs 10-18)

t.

Restrictions on retained earnings? (APB No. 6,
paragraph 13; FASB No. 5, paragraph 15)

u.

Dating of retained earnings after a quasi-reorganization?
(ARB 43, chapter 7A, paragraph 10; ARB 46)

v.

Pension plans? (APB No. 8, paragraph 46, FASB inter
pretation No. 3, paragraphs 4 and 5)

w.

Leases (including capital, operating, sales, direct
financing and leveraged leases)? (FASB No. 13,
paragraphs 16, 23, 47, and 48)

x.

Assets pledged or assigned? (FASB No. 5, paragraphs
18 and 19; SAS No. 1, section 430.02)

y.

Commitments for material amounts of new construction
or equipment? (FASB No. 5, paragraphs 18 and 19 and
ARB 45, paragraph 16)

z.

Contingencies?

(FASB Nos. 5 and 11)

(FASB No. 5, paragraphs 9-13)

N/A

YES

NO

REF.
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N/A
aa.

YES

NO

REF.

Depreciable assets (property, plant and equipment,
etc.) and depreciation:
(i)

(ii)

(iii)

(iv)

(v)

Depreciation expense for each period?
(APB No. 12, paragraph 5a)
Balances of major classes of depreciable
assets by nature or function?
(APB No. 12, paragraph 5b)
Accumulated depreciation, either by major
classes of assets or in total?
(APB No. 12, paragraph 5c)

The method or methods used in computing de
preciation with respect to major classes of
depreciable assets? (APB No. 12, paragraph 5d)

Investment credit, method followed and amounts
involved when material? (APB No. 4)
(APB No. 11, paragraphs 57-62)

Deferred income taxes?

cc.

Carry forward losses for income taxes or other credits
available? (APB No. 11, paragraphs 63(a) and 63(b))

dd.

Reasons for difference of tax expense shown from
customary relationship between income before taxes
and tax expense? (APB No. 11, paragraph 63(c);
APB No. 23, paragraph 14)

ee.

When renegotiation adjustments under government con
tracts cannot be accurately estimated?
(ARB 43, chapter 11B, paragraphs 4 and 5)

ff.

Prior period adjustment? (FASB No. 16 paragraphs 10-17;
APB No. 9, paragraph 26; APB No. 20, paragraphs 27, 28,
36 and 37)

gg.

If required (FASB No. 21), are earnings per share on
the face of the income statement and is there an
explanatory schedule or note that includes the basis
of calculations? (APB No. 15, paragraphs 12-18 and 20-23)

hh.

Subsequent events? (SAS No. 1, sections 560.01 to
560.12 and 561.04 to 561.09 and FASB No. 5 paragraph 11)

[US-/8]

bb.
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10.

Is interest on receivables and payables (including premium
and discount) presented properly? (APB No. 21, paragraph 16)

11.

If there are any investments in common stock accounted for
by the equity method, are the income taxes on the investor’s
share of the investee’s earnings presented properly? (APB
No. 24, paragraphs 7-10)

12.

If there are non-monetary transactions of either a non-recip
procal or exchange nature, are they recorded in accordance
with APB No. 29?

13.

If there is an early extinguishment of debt, is the account
ing proper and are all necessary disclosures made? (APB
No. 26, paragraphs 18-21; FASB No. 4, paragraphs 8-12)

14.

If a segment of the business was sold, abandoned, spun off,
or otherwise disposed of (or, although still operating, is
the subject of a formal plan for disposal):

a.

Are discontinued operations and earnings per share
correctly reflected in the income statement? (APB
No. 30, paragraphs 8, 9 and 12)

b.

Are disclosures made in notes describing the ident
ity of the segment sold, the date and manner of
disposal, the assets and liabilities remaining, if
any, and the income or loss from operations from
measurement date to the date of the balance sheet?
(APB No. 30, paragraph 18)

15.

Are extraordinary items properly disclosed and classified
and did they meet the criteria for consideration as extra
ordinary items? (APB No. 9, paragraph 17; APB No. 30,
paragraphs 10, 11, 19-25; FASB No. 16, paragraph 16c)

16.

Are material events or transactions that are either un
usual in nature, or of infrequent occurrence but not
both (and therefore not meeting both criteria for classi
fication as an extraordinary item) disclosed as a separate
component of income from continuing operations?
(APB No. 30, paragraph 26)

17.

Are related party transactions adequately disclosed in
the financial statements and accompanying notes?
(SAS No. 6, paragraphs 16 and 17)

18.

Are research and development costs charged to expense
when incurred, and appropriately disclosed?
(FASB No.2, paragraphs 12-16)

N/A

YES

NO

REF.
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N/A

19.

Are required disclosures made of aggregate foreign exchange
gains or losses and effects of rate changes on reported
results of operations? (FASB No. 8, paragraphs 32-34)

20.

For financial statements issued by development stage enter
prises:
a.

Are financial position, changes in financial position,
and results of operations presented in conformity with
generally accepted accounting principles that apply to
established operating enterprises? (FASB No. 7, para
graph 10)

b.

In addition to the basic financial statements does •
disclosure include amounts of cumulative revenue,
expenses, net losses, changes in financial position
and stockholders’ equity since inception?
(FASB No. 7, paragraph 11)

c.

Do the financial statements identify the enterprise
as a ’’development stage enterprise” and include a
description of the nature of its development stage
activities? (FASB No. 7, paragraph 12)

For an enterprise in its first fiscal year in which it is no
longer considered to be in the development stage, is there
disclosure that in prior years it had been in the develop
ment stage? (FASB No. 7, paragraph 13)

22.

Are appropriations of retained earnings for loss contingen
cies clearly identified and included within the stockholders’
equity section of the balance sheet? (FASB No. 5, paragraph
15)

23.

Is interperiod tax allocation employed for oil and gas pro
ducing companies with respect to intangible drilling and
development cost and other costs associated with the explora
tion for and development of oil and gas revenues? (FASB
No. 9, paragraphs 11-14) Note—FASB No. 9 has been super
seded by FASB No. 19 for fiscal years beginning after
December 15, 1978.

24.

Have the requirements to disclose probable reversals of
timing differences and timing differences for which there
have not been any income tax allocation been met? (FASB
No. 9, paragraph 15) Note—FASB No. 9 has been superseded
by FASB No. 19 for fiscal years beginning after
December 15, 1978.

NO

REF

[l/S-20]

21.

YES

- 14 -

N/A
25

Are the financial statements adjusted for any changes in
estimates resulting from subsequent events that provided
additional evidence with respect to conditions that existed
at the date of the balance sheet? (SAS No. 1, sections
560.03, 560.04 and 560.07)

26

Are subsequent events that provide evidence with respect to
conditions that did not exist at the date of the balance
sheet but arose subsequent to that date adequately disclosed
to keep the financial statements from being misleading?
(SAS No. 1, sections 560.05, 560.06, 560.07 and 560.09)

27

For a marketable equity securities portfolio is the carrying
amount the lower of aggregate cost of market value, and is
the amount by which aggregate cost exceeds market value ac
counted for as a valuation allowance? (FASB No. 12,paragraph

28

For marketable equity securities, (except if the equity basis
is appropriate), is there disclosure of the following (FASB
No. 12, paragraphs 12 and 23):

a.

Aggregate cost and market value (each segregated between
current and non-current classifications if applicable)
as of the date of each balance sheet presented?

b.

As of the date of the latest balance sheet presented, the
gross unrealized gains and gross unrealized losses
(segregated between current and non-current portfolios
if applicable)?

c.

For each period in which an income statement is presented:
(i)

[U
S-21]

(ii)

(iii)

Net realized gain or loss included in the
determination of net income?
Basis by which cost was determined in com
puting realized gain or loss (i.e., average
cost or other method used)?

Change in the valuation allowance?

29

For marketable equity securities owned at the balance sheet
date, if significant net realized and net unrealized gains
and losses arose after the balance sheet date but before issu
ance of the financial statements, are those net realized and
net unrealized gains and losses disclosed in the notes to
financial statements? (FASB No. 12, paragraph 13)

30

For enterprises in industries having specialized accounting
practices with respect to marketable securities, does dis
closure conform with FASB No. 12, paragraphs 14-17?

YES

NO

REF.
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N/A

31.

If a decline in market value below cost of a given marketable
security is judged to be other than temporary and changes in
carrying amounts are included in stockholders’ equity rather
than net income, is the cost basis of the security written
down to a new cost basis and the amount of the writedown ac
counted for as a realized loss? (FASB No. 12, paragraph 21)

32.

Are income tax effects for unrealized gains and losses on
marketable securities accounted for according to APB No. 11?
(FASB No. 12, paragraph 22)

33.

For unrealized capital losses of marketable securities are
tax effects recognized only when there exists assurances be
yond a reasonable doubt that the benefit will be realized by
an offset of loss against capital gains? (FASB No. 12,
paragraph 22)

34.

If the entity is a subchapter S corporation for federal income
tax purposes, do the related disclosures appear adequate?

35.

Does the statement of changes in financial position:

a.

Include a presentation for each period for which an
income statement is presented? (APB No. 19, paragraph 7)

b.

Disclose all important aspects of financing and invest
ing activities regardless of whether cash or other ele
ments of working capital are directly affected?
(APB No. 19, paragraph 8)

c.

Begin with income or loss before extraordinary items?
(APB No. 19, paragraph 10)

d.

Include or be accompanied by a presentation of net
changes in each element of working capital?
(APB No. 19, paragraph 12)

With respect to oil and gas producing companies, have the
provisions of FASB No. 19 been properly reflected?

37.

If required (FASB No. 21),do the financial statements include
appropriate segment information relating to the entity’s:

a.

Operations in different industries?
(FASB No. 14, paragraphs 9-30)

b.

Foreign operations and export sales?
(FASB No. 14, paragraphs 31-38)

c.

Major customers?

(FASB No. 14, paragraph 39)

NO

REF.
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36.

YES
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N/A
38.

Are stock subscriptions receivable appropriately identified
and presented as a deduction from capital, or,if presented
as an asset, stated separately, clearly labeled, and their
status clearly described to distinguish them from any other
type of asset?

39.

Based on the reviewer’s study of the working papers and other
evidential matter, does it appear that disclosures in the fi
nancial statements are reasonably adequate? (i.e., do they
comply to the third standard of reporting—SAS No. 1,
section 430)

40.

Are the financial statements suitably titled? (Certain titles
are generally understood to be applicable only to statements
that present information in conformity with generally ac
cepted accounting principles)
(SAS No. 14, paragraph 7)

YES

NO

REF.
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IV. COMMENTS

The following pages are provided so that you may comment on ”no” answers as
appropriate or expand upon any of the "yes” answers. All "no" answers should
be reviewed with the engagement partner to obtain his agreement or disagree
ment and reasons for disagreement.
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S-25]

Page
Number

Question
Number

_______________________ Comments

-18 Page
Number

Question
Number

Comments
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Page
Number

Question
Number

Comments

- 20

V.

1.

2.

3.

Does the Documentation on this engagement support:

a.

the firm’s report on the financial statements.

YES___

NO

b.

adequate participation in the engagement by the partner(s).

YES___

NO

c.

adequate participation in the engagement by staff.

YES

NO

Do you believe that performance on this engagement complies
in all material respects with professional standards and
with the firm’s policies and procedures?
If not, explain.

YES

NO

Have you prepared a "Matter for Further Consideration” form
for each item which, in your opinion, might affect the re
port of the review team or which should be communicated to
the reviewed firm as a matter that may require corrective
action?

YES

NO

Have you prepared a list of suggestions for improvement in
the reviewed firm’s quality control policies and procedures
which do not require corrective action?

YES

NO

[U
S-29]

4.

CONCLUSIONS

5.

Explain reason for any NO answers above, be specific.

O ther Matters

AICPA DIVISION FOR CPA FIRMS
SEC PRACTICE SECTION
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Effective Dates for Certain Membership
Requirements
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Proposed Statement on Quality Control
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System of Quality
Control for a CPA Firm -Exposure Draft dated July 15, 1978

3.

Current Fee Schedule for Committee Appointed Review Teams and
Quality Control Review Panels

4.

Definition of an SEC Engagement

5.

Scope of Concurring Review

6.

Interpretation — Independence and
Conflict of Interest

7.

Guidelines for Preparing Letters of
Comments

8.

Year of Initial Peer Review

3/79

American Institute of Certified Public Accountants

AICPA

1211 Avenue of the Americas, New York, New York 10036 (212) 575-6200

May 1, 1978

Managing Partners

Member Finns
SEC Practice Section
Gentlemen:

Re:

Effective Dates for Certain Membership Requirements

The SEC Practice Section's Executive Committee has determined a need,
at this time, to clarify and set forth effective dates for certain
membership requirements for member firms of the SEC Practice Section.
The effective dates for (1) minimum amounts and types of accountants'
liability insurance and (2) MAS services which may be provided to
audit clients whose securities are registered with the SEC will be
communicated in a separate letter as soon as such requirements are
established by the Executive Conmittee.
The key effective date for membership requirements is July 1, 1978 or
the date the firm becomes a member of the Section, whichever is later.
Accordingly, significant effective dates are as follows:

[
O
M
3]

Reference to Organizational
Structure and Functions of
the SEC Practice Section
of the AICPA Division for
CPA Firms

1.

Mandatory peer review—The three-year
period during which a member firm must
file a report starts July 1, 1978 or the
date the firm becomes a member, whichever
if later.

IV 3(c)

2.

Partner rotation—For audits of financial
statements of SEC clients for periods ending
after June 30, 1980 or two years after the
date the firm becomes a member, whichever
is later.

IV 3(e)

3.

Concurring review—For audits of financial
statements of SEC clients for periods ending
after June 30, 1978 or the date the firm
becomes a member, whichever is later.

IV 3(f)

Managing Partners
Member Firms
SBC Practice Section
April 18, 1978
Page 2

IV 3(j)

5.

Reporting on disagreements with
management—For audits of financial
statements of SBC clients for periods
ending after June 30, 1978 or the date
the firm becomes a member, whichever
is later.

IV 3(k)

6.

Changes in SEC clients—Required
starting with the firm’s first annual
filing with the Section. The initial
filing accompanied the membership
application. Annual filings are
required within 90 days after the close
of a member firm’s fiscal year.

IV 3(g) (8)

7.

All professionals are required to
participate in at least 20 hours of
qualifying continuing professional
education every year, and in at least
120 hours every three years. Each
member firm may select any year
long period ("educational year”),
which may differ from its fiscal year.
Continuing professional education
policies are effective January 1, 1978,
thus a member firm is subject to these
policies as of the beginning of its first
educational year after becoming a member
of the Section.

IV 3(d)

Sincerely,

Thomas R. Hanley
Director
SBC Practice Section

O
M
4
]

Reporting on management advisory servicesFor audits of financial statements of SBC
clients for periods ending after June
30, 1978 or the date the firm becomes a
member, whichever is later.

[

4.

EXPOSURE DRAFT
PROPOSED STATEMENT ON QUALITY
CONTROL STANDARDS:
System of Quality Control for a CPA Firm
JULY 15,1978

[O
M
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]

Issued by the Quality Control Review Division

American Institute of Certified Public Accountants

For Comments From Persons Interested in the Quality of
Auditing and Accounting and Review Services Provided by CPA Firms

Comments Should Be Received by September 15, 1978, and Addressed to

Quality Control Review Division, File Ref. no. 13-1
AICPA, 1211 Avenue of the Americas, New York, N.Y. 10036

Quality Control Standards Committee
Chairman

Leonard H. Brantley, Sr.
Robert W. Burmester
Robert S. Campbell
Paul B. Clark, Jr.
Harold Cohan
David M. Culp
*

* *

*

*

William C. Bruschi, Vice-President, Review and Regulation
Morris W. Wishnack, Manager, Quality Review
Ted M. Felix, Manager, Quality Control Review

[OM-6]

Sam I. Diamond
Larry D. Ellison
George J. Frey
James P. Luton
Howard M. Magen
Donald L. Neebes
Mahlon Rubin
Michael A. Walker

Haldon G. Robinson,

AICPA

July 15,

American Institute of Certified Public Accountants
1211 Avenue of the Americas, New York, New York 10036 (212) 575-6200

1978

To Practice Offices of CPA Firms; Members of
Council; Technical Committee Chairmen;
State Society and Chapter Presidents,
Directors, and Committee Chairmen;
Organizations Concerned With Regulatory
or Supervisory Activities Relating to
the Quality of Auditing and Accounting
and Review Services Provided by CPA Firms;
Persons Who Have Requested Copies:

An exposure draft of a proposed statement on quality control standards
entitled System of Quality Control for a CPA Firm accompanies this
letter.

[OM-7]

The proposed statement has been prepared by the quality control
standards committee.
The committee is the senior technical committee
of the Institute designated to issue pronouncements on quality control
standards.
Firms that are members of the AICPA division for CPA firms
are obligated to adhere to quality control standards promulgated by
the Institute.

The proposed statement provides that a CPA firm shall have a system of
quality control for its auditing and accounting and review services.
The system would comprehend all applicable elements of Statement on
Auditing Standards no. 4, Quality Control Considerations for a Firm of
Independent Auditors.
The system would include the establishment of
quality control policies and procedures, the assignment of responsi
bilities to the extent required for effective implementation of those
policies and procedures, communication of those policies and proce
dures to personnel to provide reasonable assurance that the policies
and procedures are understood, and monitoring of the effectiveness of
the system of quality control.
The proposed statement provides that the system of quality control
shall be appropriately comprehensive and suitably designed in relation
to a CPA firm’s organizational structure, its quality control policies,
and the nature of its practice.
The proposed statement provides, also,
that the nature and extent of a firm’s quality control policies and
procedures depend on a number of factors, such as its size, the degree
of operating autonomy allowed its people and its practice offices, the
nature of its practice, its organization, and economic considerations,
including appropriate cost/benefit considerations.

The proposed statement, issued in final form, would be the first
statement on quality control standards and, as such, would provide a
framework for future pronouncements on quality control standards.

Comments and suggestions on any aspect of the enclosed draft are
sought and will be appreciated.
They should be addressed to the
Quality Control Review Division, File Ref. no. 13-1, at the AICPA in
time to be received by September 15, 1978.
The quality control
standards committee will be particularly interested in the reasoning
underlying comments and suggestions.

Written comments on the exposure draft will become a part of the public
record of the Quality Control Review Division and will be available for
public inspection at the offices of the American Institute of Certified
Public Accountants on and after September 22, 1978.
Sincerely,

Haldon G. Robinson, Chairman
Quality Control Standards Committee

William C. Bruschi, Vice-President
Review and Regulation

[OM-8]

PROPOSED STATEMENT ON QUALITY CONTROL STANDARDS
SYSTEM OF QUALITY CONTROL FOR A CPA FIRM
This statement provides that a CPA firm shall have a system of quality control that
comprehends all applicable elements of quality control discussed in Statement on
Auditing Standards no. 4. Also, this statement describes other matters essential to
the effective implementation of the system.

1. Quality control for a CPA
firm,1 as referred to in this state
ment, applies to all auditing and
accounting and review services
for which professional standards2
have been established, except that
the accounting and review services
to which such controls apply are
limited to those that result in the
association of a firm’s name with
unaudited financial statements. Al
though the provisions of this state
ment may be applied to other seg
ments of a firm’s practice, such as
providing tax services or manage
ment advisory services, their ap
plicability to those segments of
practice is not prescribed by this
statement, except to the extent that
such services are a part of the abovementioned auditing and accounting
and review services.

[OM-9]

2. A basic objective of a GPA
firm is to conform with professional
standards in providing professional
services. Underlying this objective
is the presumption that the CPA
firm will be selective in determin
ing its professional relationships,
that the firm and its personnel will
1 Firm is defined in the AICPA rules
of conduct, as “A proprietorship, part
nership, or professional corporation or
association engaged in the practice of
public accounting, including individual
partners or shareholders thereof.”
2 Professional standards as referred to in
this statement are those that relate to
the professional qualities and perform
ance of individual members of the
AICPA and accordingly include the
rules of conduct of the AICPA, pro
nouncements of the auditing standards
executive committee of the AICPA and
its predecessor committees (other than
Statement on Auditing Standards no. 4,
Quality Control Considerations for a
Firm of Independent Auditors, which
relates to firms rather than to individu
als), and pronouncements of the ac
counting and review services committee
of the AICPA.

be independent of its clients to the
extent required by the AICPA’s
rules of conduct, and that the firm
will assure itself that its personnel3
will be professionally competent,
will be objective, and will exercise
due professional care. To provide
itself with reasonable assurance of
achieving this basic objective, a
CPA firm shall have a system of
quality control.
SYSTEM OF QUALITY CONTROL

3. The system of quality control
shall be appropriately comprehen
sive and suitably designed in rela
tion to the firm’s organizational
structure, its quality control poli
cies, and the nature of its practice.
In establishing a system of quality
control, a firm shall consider the
elements of quality control dis
cussed in Statement on Auditing
Standards no. 4, Quality Control
Considerations for a Firm of Inde
pendent Auditors (see Appendix).

4. The system of quality control
of a United States firm shall provide
the firm with reasonable assurance
that the segments of the firm’s en
gagements performed outside of
the United States by its foreign of
fices, affiliates, or correspondents
are performed in accordance with
professional standards in the United
States; compliance by the foreign
offices, affiliates, or correspondents
of a United States firm with other
provisions of this statement is not
required.
3 Unless the text states otherwise, person
nel encompasses all of a firm’s profes
sionals performing services to which
this statement applies, and includes
proprietors, partners, principals, and
stockholders or officers of professional
corporations, and their professional em
ployees.

5

5. Any system of quality control
has inherent limitations that can
reduce its effectiveness. Variance
in individual performance and un
derstanding of professional require
ments affect the degree of com
pliance with a firm’s prescribed
quality control policies and proced
ures and,, therefore, the effective
ness of the system.
ESTABLISHMENT OF POLICIES
AND PROCEDURES

6. A firm shall consider each of
the elements of quality control re
ferred to above in establishing its
policies and procedures. The nature
and extent of a firm’s policies and
procedures depend on a number of
factors, such as its size, the degree
of operating autonomy allowed its
people and its practice offices, the
nature of its practice, its organiza
tion, and economic considerations,
including appropriate cost/benefit
considerations.4
ASSIGNMENT OF
RESPONSIBILITIES

7. A firm shall assign respon
sibilities to its personnel to the ex
tent required to provide for effective
implementation of its quality con
trol policies and procedures. In the
assignment of responsibilities with
in the firm, appropriate considera
tion should be given to the compe4 The Guide to Implement the Voluntary
Quality Control Review Program for
CPA Firms—Quality Control Policies
and Procedures for Participating CPA
Firms, which has been issued by the
AICPA under the voluntary quality
control review program for CPA firms,
may be useful to a firm in considering
its quality control policies and pro
cedures.
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tence of the individuals, the author
ity delegated to them, and the ex
tent of supervision provided.
COMMUNICATION

8. A firm shall communicate to
its personnel its policies and pro
cedures in such manner as to pro
vide reasonable assurance that such
policies and procedures are under
stood. The form and extent of such
communication should be sufficient
ly comprehensive to provide the
firm’s personnel with a readily avail
able source of information concern
ing the policies and procedures ap
plicable to them. The effectiveness
of communication ordinarily is en
hanced by documenting the mat
ters communicated.
The size,
structure, and nature of practice of

DRAFT

the firm should govern the extent of
documentation. Normally, docu
mentation of policies and proced
ures would be expected to be more
extensive in a larger firm than in a
smaller firm and more extensive in
a multi-office firm than in a singleoffice firm.
MONITORING

9. A firm shall monitor the ef
fectiveness of its system of quality
control by evaluating on a continu
ing basis its policies and proced
ures, assignment of responsibilities,
and communication of policies and
procedures. Such monitoring activ
ities include, but are not limited to,
the quality control element of in
spection. The size, structure, and
nature of practice of a firm influence

both the requirements and the
limitations of its monitoring func
tion. Implicit in the monitoring
function is timely modification of
policies and procedures, assign
ment of responsibilities, and the
form and extent of communication
as required by new authoritative
pronouncements, or by other
changes in circumstances, includ
ing those resulting from expansion
of practice or opening of offices,
merging of firms, or acquiring of
practices.
EFFECTIVE DATE

10. Although early implementa
tion of this standard is encouraged,
the provisions of this statement will
be effective for all CPA firms subject
to its provisions after (six months
after date of issuance).

Note: Statements on quality control standards are issued by the quality control
standards committee, the senior technical committee of the Institute designated
to issue pronouncements on quality control standards. Firms that are members
of the AICPA division for CPA firms are obligated to adhere to quality control
standards promulgated by the Institute.
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EXPOSURE DRAFT

APPENDIX

ELEMENTS OF QUALITY CONTROL IDENTIFIED IN
STATEMENT ON AUDITING STANDARDS NO. 4
The nine elements of quality control as identified in Statement on Auditing Standards no. 4, representing
considerations in establishing policies and procedures that will provide the firm with reasonable assurance
of conforming with generally accepted auditing standards, are as follows:

[OM-11]

1. Independence. Policies and procedures should be established to provide reasonable assurance
that persons at all organizational levels maintain independence in fact and in appearance.
2. Assigning Personnel to Engagements. Policies and procedures for assigning personnel to engage
ments should be established to provide reasonable assurance that audit work will be performed by
persons having the degree of technical training and proficiency required in the circumstances.
3. Consultation. Policies and procedures for consultation should be established to provide reasonable
assurance that auditors will seek assistance on accounting and auditing questions, to the extent re
quired, from persons having appropriate levels of knowledge, competence, judgment, and authority.
4. Supervision. Policies and procedures for the conduct and supervision of work at all organizational
levels should be established to provide reasonable assurance that the work performed meets the
firm’s standards of quality.
5. Hiring. Policies and procedures for hiring should be established to provide reasonable assurance
that those employed possess the appropriate characteristics to enable them to perform competently.
6. Professional Development. Policies and procedures for professional development should be estab
lished to provide reasonable assurance that personnel will have the knowledge required to enable
them to fulfill responsibilities assigned.
7. Advancement. Policies and procedures for advancing professional personnel should be established
to provide reasonable assurance that the people selected will have the qualifications necessary for
fulfillment of the responsibilities they will be called on to assume.
8. Acceptance and Continuance of Clients. Policies and procedures should be established for decid
ing whether to accept or continue a client in order to minimize the likelihood of association with
a client whose management lacks integrity.
9. Inspection. Policies and procedures for inspection should be established to provide reasonable
assurance that the other procedures designed to maintain the quality of the firm’s auditing prac
tice are being effectively applied.
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AICPA DIVISION FOR CPA FIRMS
SEC PRACTICE SECTION

Fees and Surcharge

Basic Policy

Pursuant to the Peer Review Committee’s administrative proced
ures, the Committee establishes rates annually for committeeappointed review teams and quality control review panels.
Rates
are based upon the average standard billing rates of all review
ers committed to the program.
Rates so computed will be strati
fied by size of reviewers’ firms and, if differences by size of
firms are significant, the rates will be applied to reviewed firms
by comparable size categories.
Out-of-pocket expenses will be
billed at actual.
Fees and Surcharge for Committee-Appointed Review Teams
and Quality Control Review Panels
The Peer Review Committee has established the following hourly rates
to be paid to members of committee-appointed review teams and mem
bers of quality control review panels.
In addition, the Committee
established a 10 percent surcharge to cover the section’s adminis
trative costs in arranging for such teams and panels.
The panel mem
bers will be paid at the partner rates. Reviewed firms would be
billed the surcharge.

Number of
Professionals
in Reviewed Firm
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500
50
10
1

+
- 499
- 49
9

Partners

Managers

90
60
50
40

65
50
40
35

AICPA DIVISION FOR CPA FIRMS

SEC PRACTICE SECTION

Definition of an SEC Engagement

The membership requirements of the SEC Practice Section of the

AICPA Division for CPA Firms provide in part that a member

firm shall:
(a)

Assign a new audit partner to be in charge of

each SEC engagement on which the incumbent
partner has had in charge responsibility for a
period of five consecutive years and prohibit
such partner from returning to in charge status

on the engagement for a minimum of two years,
except as follows:

•

This requirement shall not become effective
until two years after becoming a member.

•

In unusual circumstances the chief executive
partner of a firm or his designee may grant
no more than one two-year extension (on

individual engagements)

so long as there

is an in-depth supplemental review by

another partner.
•

An application for relief is granted by

the Peer Review Committee on the basis

of unusual hardships.

12/78
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(b)

Ensure that a concurring review of the audit report

by a partner other than the audit partner in charge
of the engagement is required before the audit

report on the financial statements of an SEC
registrant is issued.

The Peer Review Committee

may authorize alternative procedures where this

requirement cannot be met because of the size of
the member firm.

For purposes of implementing these requirements, the SEC Practice

Section’s Executive Committee has defined an SEC engagement as the
examination of the financial statements of:

1.

An issuer making an initial filing, including

amendments, under the Securities Act of 1933, or
2.

Registrants that file periodic reports (e.g.,
Forms N-1R and 10-K) with the Securities and

Exchange Commission (SEC) under the Investment

Company Act of 1940 or the Securities Exchange
Act of 1934 (except brokers or dealers registered

only because of Section 15 (a) of that Act) .

When an existing audit engagement becomes an SEC engagement, time
served as partner in charge of the engagement before it became an

SEC engagement is to be considered in applying the five-year
partner rotation requirement.

However, the incumbent partner

may serve as partner in charge of the engagement for two

-3-

consecutive annual examinations subsequent to the date of the latest
annual audited financial statements included in the filing.

Examples of entities that are not encompassed by the above
definition include:

•

Banks and other lending institutions that file
periodic reports with either the Comptroller of

the Currency, the Federal Reserve System, the
Federal Deposit Insurance Corporation, or the
Federal Home Loan Bank Board because the

powers, functions and duties of the SEC to
enforce its periodic reporting provisions

are vested, pursuant to Section 12(i) of

that Act, in those agencies.
•

Subsidiaries or investees

(including

Regulation S-X Rule 4-02(e) companies) of
an entity encompassed by the definition of

an SEC engagement, which subsidiaries or
investees are not themselves an entity
encompassed by such definition, even though

their financial statements may be presented
separately in parent and/or investor companies'
filings under the 1934 Act.

•

Companies whose financial statements appear

in the annual reports and/or proxy statements

of investment funds because they are sponsors

-4-

or managers of such funds, provided they are
not themselves registrants required to file

periodic reports under the 1940 Act or
Section 13 or 15(d) of the 1934 Act.

The Executive Committee has also authorized the foregoing definition
for purposes of determining the names of clients for which a firm

is the principal auditor of record and any changes of such clients
for which information is required (under the membership requirements)

to be filed with the Section for each fiscal year of a United States

member firm (see Section IV 3(g) of the Organizational Structure
and Functions document.)

The foregoing definition of an SEC engagement is not, however,
intended to change Section VI 2 (c) of the Organizational Structure

and Functions document regarding the appointment of members to the

Executive Committee of the Section.

AICPA DIVISION FOR CPA FIRMS
SEC PRACTICE SECTION
SCOPE OF CONCURRING REVIEW

A member firm of the SEC Practice Section agrees to ensure that
a concurring review of the audit report by a partner other than

the audit partner in charge of an SEC engagement is required
before issuance of an audit report on the financial statements
of an SEC registrant.* This requirement also applies to the
reissuance of such an audit report.

The purpose of the review is to provide additional assurance
that (1) the financial statements are in conformity with

generally accepted accounting principles or other comprehensive

basis of accounting and (2) the firm's report thereon is in
accordance with generally accepted auditing standards.

The partner assigned as the concurring reviewer should make an

objective review of the significant accounting and auditing
considerations influencing the firm's report.

His responsibilities

include reading the financial statements and the firm's report
thereon. The concurring reviewer should be informed regarding

significant accounting, auditing, or reporting considerations.

*The Peer Review Committee may authorize alternative procedures
where this requirement cannot be met because of the size of
the member firm.

12/78
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The concurring partner may deem it necessary to review relevant

working papers to understand significant accounting, auditing,
or reporting considerations.

If the concurring partner and the partner in charge of the
engagement have differing views regarding important matters,
the disagreements should be resolved in accordance with applicable
firm policy.*

The engagement files should contain evidence that the concurring

review was completed prior to the issuance of the firm's report.

*See SAS No. 22, "Planning and Supervision."

AICPA DIVISION FOR CPA FIRMS

SEC PRACTICE SECTION
Interpretation — Independence and
Conflict of Interest

The standards established by the Section’s Peer Review Committee

for performing and reporting on quality control compliance reviews

contain the following independence and conflict of interest re

quirements.
Independence.

Independence with respect to the reviewed

firm must be maintained by the reviewing firm, by review

team members, and by specialists who may participate in
segments of the review.

The AICPA’s code of professional

ethics does not specifically consider relationships between
reviewers, reviewed firms, and clients of reviewed firms.

However, the concepts pertaining to independence embodied
in the code should be considered for their application.

Reciprocal reviews are not permitted.

This prohibition is

applicable to a reviewing firm and, for a review conducted

by a committee-appointed review team, to the firm with
which the review team captain or members of a supervisory

committee are associated.
Reviewing firms should consider any family or other relation

ships between the firms’ senior managements at organizational
and functional levels in assessing the possibility of an
impairment of independence.

12/78
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Some firms perform engagement correspondent work for other
firms.

The correspondent firm’s fee may be paid by the

referring firm or directly by the client.

In either

situation, if the fees for the correspondent work are
material to either the reviewed firm or reviewing firm,

independence for purposes of the program is impaired.
Some reviewers or their firms may have continuing arrange

ments with other firms whereby fees, office facilities,
or professional staff are shared.

In these situations,

independence for purposes of the program is impaired.
Conflict of Interest.

A reviewing firm or a review team

member should not have conflicts of interest with respect

to the reviewed firm or to those of its clients that are
the subject of engagements reviewed.
The personnel of a reviewing firm and the reviewing firm

itself are not precluded from owning securities of clients

of the reviewed firm.

However, since confidential infor

mation may be obtained during the course of a review, a
review team member shall not own securities of a reviewed

firm’s client that is the subject of an engagement reviewed
by that member.

In addition, the effect of family relation

ships (close kin, remote kin) and other relationships and

the possible resulting conflict of interest must be con

sidered when assigning team members to review individual
engagements.
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Interpretation

Services provided by one accounting firm for another do
not impair independence or create a conflict of interest pro

vided (a) the fees for such services are not material to either

the reviewed firm or reviewing firm and (b) the services are not

an integral part of the reviewed firm's system of quality control
The independence and conflict of interest requirements also

apply to members of quality control review panels, committee

members, and others involved in reviewing working papers prepared
in conjunction with a quality control compliance review; however,
the requirements do not apply to such individuals’ firms.

All

participants should recognize that the federal securities laws
governing insider trading might apply to them.

Examples
The following examples illustrate how the independence and

conflict of interest requirements are to be interpreted:
1.

Question:

Firm A audits the financial statements of Firm

B’s pension plan.

Could Firm B perform a quality control

compliance review of Firm A?
Answer:

Yes, provided the fees incurred for the review or

audit are not material to either of the firms.

An audit of

financial statements is a customary service of an accounting
firm.

4
2.

Question:

Firm A is engaged by Firm B to perform a quality

control document review and/or a preliminary quality control

procedures review (as those terms are defined in the Voluntary

Quality Control Review Program for CPA Firms).

Could Firm A

also perform a quality control compliance review of Firm B?

Answer:
3.

Question:

Yes .

A partner in Firm A serves as an expert witness

on behalf of Firm B or on behalf of a party opposing Firm B.
Are Firms A and B independent of each other?
Answer:

Yes, provided that the fee is not material to

either firm and provided that the outcome of the matter
if adverse to Firm B would not have a material effect on

its financial condition or its ability to serve clients.
4.

Question:

Firm A has an arrangement with Firm B whereby

Firm A sends its staff to Firm B’s continuing education
programs.

Could Firm B perform a quality control compliance

review of Firm A?

Answer:

No,

because Firm B would be in effect reviewing its

own continuing education programs.

However, occasional

attendance by representatives of Firm A at Firm B’s programs
would not preclude Firm B from reviewing Firm A.

- 5 -

5.

Question:

Firm A occasionally consults with Firm B with

respect to specific accounting, auditing, or financial

reporting matters.

Are Firms A and B independent of each

other?

Answer:

Yes, unless the frequency of the consultation is

such that Firm B is an integral part of Firm A’s consultation

process.
6.

Question:

On a few of its audit engagements, Firm A retains

Firm B to perform a preissuance review of the audit report

and accompanying financial statements.

Could Firm B perform

a quality control compliance review of Firm A?

Answer:

No.

Even if this were an infrequent event, it would

be significant because Firm B would in part be reviewing its
own work.

7.

Question:

Firm B uses Firm A’s accounting and auditing

manual as its primary reference source.

Are Firms A and B

independent of each other?
Answer:

No.

If Firm A were the reviewing firm, it would be

reviewing its own accounting and auditing policy statements.

If Firm B were the reviewing firm, it would be doing likewise

to the extent it adopted the same or similar policies.

However,

if the manual is used as only a part of the firm’s overall
reference library, independence would not be impaired.
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8.

Question:

Firm A performs a quality control compliance

review of Firm B.

Subsequently, Firm C performs a quality

control compliance review of Firm B, and Firm D of Firm A.

Would the restriction against reciprocity be violated if

Firm B were now to review Firm A?
Answer:

No. Although the Standards for Performing and

Reporting on Quality Control Compliance Reviews state that

reciprocal reviews are not permitted, that provision is only

intended to prohibit back-to-back reviews, that is, when
each firm has not had an intervening review by another firm

or team.

AICPA DIVISION FOR CPA FIRMS
SEC PRACTICE SECTION

Guidelines for Preparing Letters of Comments

The Standards for Performing and Reporting on Quality Control
Compliance Reviews (the "Standards"), issued by the Peer Review
Committee of the SEC Practice Section of the AICPA Division for
CPA Firms, indicate that the review team ordinarily would fur
nish the reviewed firm with a letter of comments (the "letter")
in conjunction with a quality control compliance review.
Pur
suant to the Committee’s administrative procedures, such letters
are available for public inspection.
The purpose of these guide
lines, which should be read in conjunction with the Standards,
is to provide guidance to assist the review team in the prepar
ation of the letter.

Objective of the Letter
The objective of the letter is to report to the reviewed firm
matters that the review team believes may require action be
cause those matters:

Would result in
reviewed firm’s
procedures, its
compliance with
the Section, or

substantial improvement in the
quality control policies or
compliance with them, or its
the membership requirements of

Resulted in a modified report.
The letter also provides information that will assist the Peer
Review Committee and the Public Oversight Board in carrying out
their responsibilities.

Contents of Letter

In addition to the matters that resulted in a modified report,
the letter also should include for consideration of the reviewed
firm the following matters:
Recommendations that the review team believes would
result in substantial improvement in the reviewed
firm’s quality control policies or procedures, and

Noncompliance in more than infrequent situations
with a significant quality control policy or pro
cedure or with a membership requirement of the
Section, even though the reviewed firm complied
in the substantial majority of situations with such
policies, procedures, and requirements.

2

Suggestions and comments for consideration of the reviewed
firm not meeting the above criteria might include suggestions
concerning efficiency or economy or comments concerning (1)
infrequent instances of noncompliance with the reviewed firm’s
quality control policies or procedures or (2) noncompliance
with the reviewed firm's policies or procedures that have no
significant bearing on the reviewed firm’s compliance with
professional standards. These suggestions and comments should
be communicated to the reviewed firm either orally or, if the
reviewed firm requests, in a separate section of the letter.

Evaluating Instances of Noncompliance
It is not expected that a reviewed firm will achieve adherence
to its quality control policies and procedures or the member
ship requirements of the Section in every situation. Variance
in individual performance and professional interpretation affects
the degree of compliance. However, compliance does require ad
herence to prescribed policies and procedures and to the member
ship requirements In the substantial majority of situations.

As used herein, ’’infrequent" means an immaterial number of de
viations in relation to the number of items tested. This cri
terion would be applied In evaluating noncompliance on engagements
in relation to the number of engagements reviewed, noncompliance
by offices in relation to the number of offices visited, and noncompliance with a membership requirement in relation to the pop
ulation to which the requirement applies. This concept is con
sistent with the purpose of reporting noncompliance to the re
viewed firm, that Is, to point out actual or potential practice
problems.
In addition to the frequency of noncompliance, the significance
of the quality control policy or procedure or the membership re
quirement not complied with and the nature of the noncompliance
should be considered in determining whether a comment should be
included in the letter.
When the letter includes a comment on noncompliance with a pre
scribed policy or procedure of the reviewed firm but the practice
followed by the firm is nevertheless considered adequate for the
firm, the letter should so state.
The Letter

The letter should be addressed, dated, and signed in the same
manner as the report and should be issued concurrently with it.
The Standards require that the review team notify the Section
when the review has been completed and the report and letter have
been issued. If no letter is to be issued, the notification
should so state.
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The letter should include:
A reference to the report indicating if it was modified,
A description of the purpose of the review,

A statement that the review was made in accordance with
standards promulgated by the Section,
A description of the limitations of a system of quality
control,

Recommendations (if any) for substantial improvement in
quality control policies or procedures,
Noncompliance (if any) in more than infrequent situations
with a significant quality control policy or procedure or .
with a* membership requirement of the Section, even though
the reviewed firm complied in the substantial majority of
situations with such policies, procedures, and require
ments ,
Matters (if any) that resulted in a modified report, and

A statement that the matters discussed in the letter were
considered in determining the opinion on the system of
quality control.
Exhibit 1 illustrates how the foregoing matters may be covered
in a letter of comments.
If the reviewed firm (through its ongoing development of quality
control policies and procedures) has identified areas requiring
modification of its existing quality control policies or pro
cedures before a quality control compliance review is commenced,
and has accomplished such modification prior to completion of
the review, it Is not necessary to include a comment on such items
in the letter unless they resulted in a modified report.

Although not required, the letter may indicate how corrective
action or the recommendations might be implemented. The letter
also may include comments concerning actions taken, in process,
or to be taken by the reviewed firm.
The reviewed firm is required to write a response to the letter
describing its proposed action or indicating why It believes that
action is not required.

Exhibit 2 is an example of the application of these guidelines.
It illustrates the following four types of comments (an example
is not provided of a comment relating to noncompliance with the
membership requirements of the Section):
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Matters that might result in a modified report:
Modification concerning the system of quality
control.
Modification concerning compliance with quality
control policies and procedures.

Matters that would not result in a modified report:

Recommendation for improvement in the system
of quality control.
Noncompliance in more than infrequent situations
with a significant quality control policy or
procedure, even though the reviewed firm complied
in the substantial majority of situations with
such policies and procedures.
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Exhibit 1 — Sample Letter of Comments
(Firm or AICPA Letterhead)

September 15, 19XX

To the Partners
Jones, Smith & Co.

We have reviewed the system of quality control for the accounting
and auditing practice of Jones, Smith & Co. in effect for the
year ended June 30, 19XX, and have issued our report thereon
dated September 15, 19XX (which was modified as described there
in) . This letter should be read in conjunction with that report.

Our review was for the purpose of reporting upon your system
of quality control and your compliance with it and with the mem
bership requirements of the SEC Practice Section of the AICPA
Division for CPA Firms (the "Section”). Our review was per
formed in accordance with the standards promulgated by the Peer
Review Committee of the Section; however, our review would not
necessarily disclose all weaknesses in the system or lack of
compliance with it or with the membership requirements of the
Section because our review was based on selective tests.

There are inherent limitations that should be recognized in con
sidering the potential effectiveness of any system of quality
control. In the performance of most control procedures, depar
tures can result from misunderstanding of instructions, mistakes
of judgment, carelessness, or other personal factors. Projection
of any evaluation of a system of quality control to future per
iods is subject to the risk that the procedure may become in
adequate because of changes in conditions or that the degree of
compliance with the procedures may deteriorate.
(A description of:

Recommendations that the review team believes would
result in substantial improvement in the reviewed
firm’s quality control policies or procedures,
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Noncompliance in more than infrequent situations
with a significant quality control policy or pro
cedure or with a membership requirement of the Section,
even though the reviewed firm complied in the sub
stantial majority of situations with such policies,
procedures, and requirements, or

Matters that resulted in a modified report.)
The foregoing matters were considered in determining our opinion
set forth in our report dated September 15, 19XX and this letter
does not change that report.
AICPA Review Team No.___________

William Brown
Team Captain
or

Johnson & Co.

(for review by a firm)
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Exhibit 2 — Example of Application of Guidelines
for Preparing Letters of Comments

Generally accepted auditing standards require adequate planning
of audit work.
Statement on Auditing Standards No. 22, which
interprets the first standard of field work, provides guidance
concerning planning considerations and procedures, suggests the
preparation of a preliminary audit planning memorandum for large
and complex entities, and requires the preparation of one or
more written audit programs.

The following items illustrate matters concerning audit planning
that might be included in a letter of comments.
The examples
are not intended to indicate minimum policies or procedures with
respect to audit planning.

Matters That Might Result in a Modified Report
Modification Concerning the System of Quality Control

Finding:
We believe that the Firm's system of quality
control is not appropriately comprehensive and suitably
designed because the quality control policies and pro
cedures do not require preparation of written audit
programs as required by professional standards.
Action Required:
The Firm’s quality control policies
and procedures should be revised either to include a
specific requirement that written audit programs be
prepared for each audit engagement or to incorporate
SAS No. 22 by reference.

Modification Concerning Compliance with Quality Control
Policies and Procedures
Finding:
The Firm’s quality control policies and pro
cedures require preparation of a written audit program
for each audit engagement.
We believe the Firm was
not in compliance with its system of quality control
for its accounting and auditing practice because it
had prepared written audit programs in less than the
substantial majority of audit engagements we reviewed.

Action Required:
The Firm should comply with its pro
cedure in this regard.
2 /79
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Matters That Would Not Result in a Modified Report

Recommendation for Improvement in the System of
Quality Control

Finding: The Firm’s quality control policies and pro
cedures do not require documentation of its planning
on audit engagements. However, as a result of reviewing
time records, discussions with audit engagement team
personnel, etc., we were satisfied that audit planning
was adequate.

Recommendation for Improvement: Although not required
by professional standards, we believe the Firm’s quality
control policies and procedures should be revised to in
clude a requirement that audit planning be documented
for audits of large and complex entities.
Documentation of Compliance with a Significant Quality
Control Policy or Procedure

Finding: The Firm’s quality control policies and pro
cedures require partners in charge of engagements to
supervise the planning of such engagements and to docu
ment that involvement. In several of the engagements
we reviewed, the extent of partner supervision of the
planning process could not be determined solely from
the working papers. Partners in charge of such engage
ments informed us that they had supervised the planning
but had not documented that supervision.
Recommendation for Improvement: We recommend the part
ners in charge of engagementsdocument their supervision
of the planning process.
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American Institute of Certified Public Accountants

AICPA

1211 Avenue of the Americas, New York, New York 10036 (212) 575-6200

March 14, 1979

Managing Partners of Member Firms
SEC Practice Section of the
AICPA Division for CPA Firms
Gentlemen:

Year of Initial Peer Review
At its January meeting, the executive committee of the SEC Practice
Section agreed to the following procedure for equalizing the number
of peer reviews:

1.

All member firms with five or more SEC
clients will be required to have a peer
review prior to December 31, 1980.
Firms in this category that have not
had a review in 1978 or that have not
indicated their intent to be reviewed
in 1979 or 1980 will be automatically
assigned to 1980.

2.

The review period will be extended to
December 31, 1981 for member firms
with less than five SEC clients.
Firms
in this category that have not had a
review in 1978 or that have not indi
cated their intent to be reviewed in
1979 or 1980 will be randomly assigned
to either 1980 or 1981 in the ratio
necessary to achieve an appropriately
balanced workload.

Notwithstanding the above, it is desirable for purposes of both
appearance and administration for as many firms as possible to
schedule their initial peer reviews at the earliest practicable
date, and you are encouraged to do so.

This letter should be filed in the "other matters” section of
your peer review manual.
A revised table of contents for the
"other matters" section is enclosed.
Sincerely,

Thomas P. Kelley
Managing Director
Technical

TPK/pmc
Enclosure

ATTACHMENT I

The SECPS Peer Review Manual is in the process of being modified
and a revised edition will be available in October. Significant
revisions are in the following areas:
Dues
The current annual dues are $20 per AICPA member with a maximum
of $100 for firms with 0 to 4 SEC clients. Dues for all new
member firms are prorated on a monthly basis in relation to the
calendar year.

Minimum Amount of Liability Insurance Requirement
This requirement has been revised to provide that member firms
with fewer than five SEC clients will be required to maintain
$50,000 of liability insurance coverage per qualified staff
person (defined as all personnel except receptionists and mes
sengers
with a minimum of $250,000 and a maximum of $5,000,000.
Also, member firms may apply to the insurance committee of the
SEC practice section for relief from this requirement in hard
ship cases.
Directory

A Division for CPA Firms directory is expected to be published
in the summer of 1980.
Timing of Peer Reviews and Filing of Reports

The timetable for member firms to have their initial peer reviews
completed and file reports on peer reviews is described in the
attached Appendix B.

Management Advisory Services

Section IV 3(i) of the Organizational Structure and Functions
Document, has been modified as follows:
Member firms shall adhere to the portions of the AICPA Code of
Professional Ethics and Management Advisory Services Practice
Standards dealing with independence in performing management
advisory services for audit clients whose securities are regis
tered with the SEC. Additionally, members shall refrain from
performing for such clients services that are inconsistent with
the firm's responsibilities to the public or that consist of the
following types of services:

1.
2.
3.
4.
5.

Pychological testing.
Public opinion polls.
Merger and acquisition assistance for a finder’s fee.
Executive recruitment as described in Appendix A (attached)
Actuarial services to insurance companies as described
in Appendix A (attached).

APPENDIX A

Executive Recruiting and Insurance Actuarial Service

Executive Recruiting Services

The hiring of persons for managerial, executive, or director positions
is a function that is properly the client’s responsibility. Accordingly,
the role of a member firm in this function should be limited.
In serving
an audit client whose securities are registered with the SEC (including
subsidiaries and affiliates of such clients), a member firm should not:
1.

Accept an engagement to search for, or seek out, prospective
candidates for managerial, executive, or director positions with
its audit clients. This would not preclude giving the name of a
prospective candidate known to someone in the member firm, provided
such knowledge was not obtained as a result of the performance of
executive recruiting services for another client.

2.

Engage in psychological testing, other formal testing or
evaluation programs, or undertake reference checks of prospective
candidates for an executive or director position.

3.

Act as a negotiator on the client’s behalf, for example, in
determining position status or title, compensation, fringe
benefits, or other conditions of employment.

4.

Recommend, or advise the client to hire a specific candidate for
a specific job. However, a member firm may, upon request by the
client, interview candidates and advise the client on the candi
date’s competence for financial, accounting, administrative, or
control positions.

When a client seeks to fill a position within its organization that is
related to its system of accounting, financial, or administrative controls,
the client will frequently approach employees of the member firm directly
as candidates or seek referral of the member firm’s employees who may be
considering employment outside of the profession. Such employment from
time to time is an inevitable consequence of the training and experience
that the public accounting profession provides to its staff, is beneficial
to all concerned, including society in general, and therefore is not
proscribed.

Insurance Actuarial Services

Actuarial skills are both accounting and auditing related. The bodies of
knowledge supporting the actuarial and accounting professions have a
substantial degree of overlap. Both professions involve the analysis of
various factors of time, probability and economics, and the quantification
of such analysis in financial terms. The results of their work are signifi
cantly interrelated. Their professions are logical extensions of each
other; indeed, they have practiced jointly for many years and even shared
the same professional society in Scotland prior to their becoming established
in the United States.
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The work of actuarial specialists generally is necessary to obtain audit
satisfaction in support of insurance policy and loss reserves. To assist
them in meeting their audit responsibilities, a number of CPA firms have
hired qualified actuaries of their own.
The actuarial function is basic to the operation and management of an
insurance company. Management’s responsibility for this function cannot
be assumed by the CPA firm without jeopardizing its independence. Because
of the special significance of a CPA firm’s appearance of independence
when auditing publicly held insurance companies:
1.

The CPA firm should not render actuarially oriented advisory
services involving the determination of policy reserves and
related accounts to its audit clients unless such clients use
their own actuaries or third-party actuaries to provide
management with the primary actuarial capabilities. This
does not preclude the use of the CPA firm’s actuarial staff
in connection with the auditing of such reserves.

2.

Whenever the CPA firm renders actuarially oriented advisory
services, it must satisfy itself that it is acting in an
advisory capacity and that the responsibility for any signi
ficant actuarial methods and assumptions is accepted by the
client.

3.

The CPA firm should not render actuarially oriented advisory
services when the CPA firm’s involvement is continuous, because
such a relationship might be perceived as an engagement to perform
a management function.

Subject to the above limitations, it is appropriate for the CPA firm to
render certain actuarially oriented advisory services to its audit clients.
Such services include the following:
1.

Assisting management to develop appropriate methods, assumptions,
and amounts for policy and loss reserves and other actuarial
items presented in financial reports based on the company’s
historical experience, current practice, and future plans.

2.

Assisting management in the conversion of financial statements from
a statutory basis to one conforming with generally accepted accounting
principles.

3.

Analyzing actuarial considerations and alternatives in federal income
tax planning.

4.

Assisting management in the financial analyses of various matters
such as proposed new policies, new markets, business acquisitions,
and reinsurance needs.

APPENDIX B

TIMING OF PEER REVIEWS AND FILING OF REPORTS

The Executive Committee of the SEC Practice Section has
established the following timetable for member firms to have
their initial peer reviews completed:
Calendar Year Firm
Joins the Section

Initial Peer Review
Must be Completed by

1978

December 31, 1980*

1979

December 31, 1981

1980

December 31,

1981 and subsequent
calendar years

One year from the
date the firm joins
the Section.

1981

Subsequent peer reviews of a member firm must be completed by
the end of the third calendar year following the calendar year
that included the previous review year-end.
Although it is
expected that a firm ordinarily will not change its review
year-end, a firm may do so without the Peer Review Committee’s
prior approval provided that the new review year-end is not
beyond three months of the previous review year-end and
provided that the peer review is completed in accordance with
the requirement in the preceding sentence.
The review team’s report on the peer review is to be filed with
the Peer Review Committee promptly (but no later than 60 days)
after the completion of the peer review.
The report should be
accompanied, if applicable, by the Quality Control Review Panel’s
Report, the review team’s letter of comments on matters that
may require action by the reviewed firm, and the reviewed firm’s
response to that letter.
Upon application by a member firm,
the Peer Review Committee may grant one sixty-day extension for
filing the report.

*

Certain randomly selected member firms with less than five
SEC clients will be granted an extension until December 31,
1981 to have their initial peer review completed.
The
purpose of this extension is to equalize the number of
peer reviews to achieve an appropriately balanced work load.

